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ABSTRACT 
The objective of this study is to identify and empirically investigate 
some important factors that would affect auditors' ethical decision 
making. Ethical decision making is operationalised in terms of the extent 
to which the auditor would accede to the client's request in an audit 
conflict situation which, in turn, is an indication of the auditor's "actual" 
independence or independence "in fact". Two major considerations 
motivated this study. The first relates to the growing concern that 
accountants may not be acting ethically as a result of changes in the 
business environment and accounting practice. These changes include, 
for example, the increase in competition and the provision of non-audit 
services. The second consideration relates to a number of problems with 
prior studies of ethics in accounting. The literature on ethics in 
accounting has in the main been largely normative and has focussed on 
issues such as professional accountants' responsibilities in society. Little 
is known about the ways in which professional accountants make ethical 
decisions. 
Academics and practitioners alike have called for more empirical 
studies to understand the determinants of ethical behaviour. The 
relatively few empirical studies on ethics in accounting have been 
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dominated by studies on third party perceptions of auditor independence 
rather than "actual" auditor independence. Moreover, these previous 
studies on ethics in accounting including the independence-related studies 
have focussed on a single category of variables such as the cognitive 
process, individual differences or contextual circumstances. This focus 
does not adequately reflect the complexity of the environment 
surrounding auditors' ethical behaviour. An empirical study that 
explicitly considers each of the separate categories of variables as well as 
their joint effects on ethical decision making will provide a richer and 
more useful contribution to this field. Finally, there is concern that 
studies on auditors' ethical decision making behaviour have neglected to 
consider the "black box" or the cognitive process. In order to explicate 
the relationships between these variables, a theoretical and an empirical 
model are developed from which are drawn a number of research 
hypotheses. 
The theoretical model which shows the relationships of three 
categories of variables with the dependent variable, auditors' behaviour 
in an audit conflict situation, was developed from prior literature on 
ethical decision making in business. The variables are the cognitive 
process, individual differences and contextual circumstances. The 
cognitive process is operationalised in terms of Kohlberg's (1969) theory 
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of Cognitive Moral Development or moral reasoning. Individual 
differences variables include a personality variable, locus of control, and 
the field dependence/independence dimension of cognitive style. The 
contextual variable is measured in terms of an economic factor, size of 
audit fees. Eleven null hypotheses were developed which postulate main 
and interaction effects between the independent/moderating variables on 
the dependent variable. Eighty Hong Kong auditors from a cross-section 
of audit firms were requested to complete a questionnaire designed to 
measure these variables. The data was analysed using regression and t 
tests. Three null hypotheses were found to have significant results and 
were rejected. Further analyses of the significant results using partial 
derivative and the Johnson-Neyman technique were adopted to learn more 
about the nature and direction of the significant interaction relationships. 
The first set of significant results concluded that locus of control, 
a personality variable, is a major factor in explaining auditor's response 
to accede to client's request. This finding is consistent with previous 
studies that internals are more ethical than externals. Since "external" 
auditors believe that outcomes are not under their control and are 
consequences of luck and fate, they are more likely to succumb to 
management pressure in an audit conflict situation. Internals, on the 
other hand, who believe that consequences are under their control, are 
參• • 
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more likely to resist management pressure and are more independent. 
The second set of significant results showed that locus of control 
interacted with moral reasoning to affect the dependent variable. Moral 
reasoning was treated as the moderator variable in this interaction 
relationship since it was argued that locus of control is relatively more 
stable than moral reasoning which can be nurtured through ethical 
interventions. Further analyses of the results revealed that internals are 
consistently independent and ethical irrespective of their levels of moral 
reasoning. On the other hand, externals at higher levels of moral 
reasoning behaved more independently and more ethically than externals 
at lower levels of moral reasoning. This result for externals is consistent 
with Rest's notion that individuals at higher levels of moral reasoning are 
better able to resolve ethical conflicts. 
The third set of significant results reported a significant interaction 
between size of audit fees and locus of control. The Johnson-Neyman 
technique showed that internals consistently behaved independently and 
ethically as in the first two sets of significant results. However, the 
analysis for externals showed that they are more independent and ethical 
when size of audit fees is significant as compared to overall firm 
revenues than when size of audit fees is insignificant. This is contrary 
to expectations since the literature on third party perceptions of auditor 
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independence posits that auditors are expected to be less independent 
when dealing with a client whose fees are significant. One possible 
reason for these unexpected results is that this study, unlike previous 
studies, focussed on the auditor's state of mind rather than third party 
perceptions. 
This study has found that the personality variable, locus of control, 
both in its own right and in its interactions with moral reasoning and size 
of audit fees respectively, significantly explained the ethical decision 
making behaviour of auditors in an audit conflict situation. This 
demonstrates that studies on ethical decision making in accounting should 
not focus only on separate categories of variables but should emphasise 
an interactionist perspective. Further from an ethics intervention point 
of view, the results suggest that policy makers may need to target 
"externals" rather than "internals". 
Several reasons were provided for the insignificant results of which 
cultural differences between Hong Kong auditors and western auditors 
could be a factor. Future research could proceed along the general 
direction of evaluating the influence of culture in testing the empirical 
model suggested in this study. 
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CHAPTER ONE 
INTRODUCTION AND BACKGROUND 
1.1 INTRODUCTION 
The crucial assumption underlying the auditing i function is that 
accountants^ must act ethically. The American Institute of Certified 
Public Accountants (AICPA 1988) expressly recognised the importance 
of ethical conduct by stating that fundamental to the accounting 
profession is the obligation of its members to maintain the highest 
standards of ethical conduct. 
Not only would unethical or dubious behaviour of professional 
accountants (including auditors) soil the reputation of the audit firm and 
the accounting profession as a whole, it would also devalue the 
independent audit function. Unless accountants act ethically in the course 
of providing professional services, public confidence in the attestation 
function would most likely be adversely affected. Such decreasing 
reliance on audited financial statements could also lead to a decline in the 
1 The terms auditing and auditor in this dissertation refer to external auditing and 
external auditor respectively. 
2 For purposes of this dissertation, the term "accountants" refers to professional 
accountants in the accounting profession. It also includes auditors in certified public 
accounting (CPA) firms. 
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demand for audit services. In these circumstances, government may 
intervene to regulate the accounting profession. The loss of public trust 
and increasing government intervention may result in the demise of the 
accounting profession (Ponemon and Gabhart 1993). 
In a broader sense, the unethical behaviour of auditors may 
significantly hamper the efficient allocation and distribution of scarce 
capital resources via participants in capital markets who use the audited 
accounting information. Ethical conduct of auditors is therefore 
recognised as one of the major cornerstones in auditing, supporting the 
objective of the audit function and justifying the professional status of 
auditors (Mautz and Sharaf 1961). 
Unfortunately, there exists a growing trend of unethical behaviour 
among professional accountants and this is a major concern facing the 
accounting profession (Shaub, Finn and Munter 1993). This trend, which 
has been attributed to the restructuring of the accounting profession in the 
USA, has led to increased competitive pressures in USA and in other 
countries. Public accounting firms have responded by pursuing 
aggressive pricing strategies such as lowballing and significant expansion 
into non-traditional areas such as non-audit services (Cohen, Pant and 
Sharp 1993). Today's professional accountants are faced with an ever 
demanding environment such as increasing competition for clients, more 
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accounting and auditing regulations and increasing threats of costly 
litigation. Mautz and Sharaf have suggested, as early as 1961，that some 
of these features such as competition for clients could result in auditors 
having to treat their public practice as a business rather than as a 
profession. These changes in the environment have raised doubts in the 
minds of investors and the public on the auditors' ability to behave 
ethically (Warren and Wilkerson 1988; Auditing Practices Board 1992). 
The recent reports in the Wall Street Journal Index listed numerous 
cases pertaining to unethical behaviour of professional accountants (for 
example, Zipser 1989，p. Al , A8; Wall Street Journal 1989，p. C16; 
Wall Street Journal 1990，p. Al). In Hong Kong, similar concerns have 
also been expressed. The secretary of the Ethics Committee of the Hong 
Kong Society of Accountants (HKSA) drew attention to this problem 
(Tarn 1992, p. 59): 
The number of written/verbal enquiries or complaints from 
the public on the conduct of our members has increased 
during the past five years. At present, I handle at least five 
such enquiries or complaints each week, compared with two 
to three cases each month in 1987. 
In addition, the occurrence of recent corporate failures such as the 
Bank of Credit and Commerce International (BCCI) and Polly Peck in 
Britain have also attracted criticisms from the public regarding the role 
of auditors and their professionalism. Unqualified audit reports have in 
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many cases been issued prior to these corporate collapses. The public is 
concerned as to whether the auditors have made the appropriate decisions 
in issuing unqualified audit reports in compliance with the code of 
professional conduct by applying the fundamental principles of general 
and technical professional standards, responsibilities to clients and the 
public, independence, integrity and objectivity (HKSA 1984; AICPA 
1988; International Federation of Accountants (IFAC) 1992). Many 
complaints pointed to the neglect of auditors' duties to shareholders and 
the approval of dubious accounts because auditors were "too chummy" 
with the managers (The Economist 1992，p. 19). 
It is therefore not surprising that this state of affairs has been 
described as "a crisis of confidence and credibility" that is confronting 
the accounting profession (Anderson 1985，p. 91). The Chairman of the 
Securities and Exchange Commission (SEC) Practice Section of the 
AICPA Division for Certified Public Accounting (CPA) firms further 
explained that (Anderson 1985，p. 92): 
The cause of this crisis is the fact that investors and 
depositors are losing faith in the ability of the accounting 
profession to perform the job that has historically been its 
unique fiinction: assuring the integrity of the financial 
information on which our capitalistic society depends. 
These concerns and the apparent deterioration of "professionalism" 
have prompted the accounting profession to look for ways and means to 
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regain public confidence and to understand the phenomenon of 
ethical/unethical behaviour. One such effort was taken up by AICPA to 
create a special committee to perform a comprehensive evaluation of the 
existing ethical standards with special attention focussing on 
professionalism, integrity and commitment to quality service and the 
public interest. The two most important recommendations from the 
Anderson Committee Report (AICPA 1986, p. 1) purported to: 
. restructure the Institute's Code of Professional Ethics 
to improve its relevance and effectiveness; 
. provide guidance to practitioners in making 
judgements regarding the scope and nature of services 
and adherence to professionalism. 
There have also been efforts by many other professional bodies 
such as the Certified General Accountants' Association of Canada (CGA-
Canada)，the Canadian Institute of Chartered Accountants (CICA), the 
Institute of Internal Auditors (IIA) and the Institute of Management 
Accountants (IMA) to restructure codes of professional ethics by issuing 
new guidelines and statements of practice. Similar efforts are also afoot 
at the international level. The recent IF AC "Guideline on Ethics for 
Professional Accountants" (1990) and the Exposure Draft "Professional 
Ethics for Accountants: The Educational Challenge and Practical 
Application" (1992) also reflected concern for accountants' unethical 
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behaviour. The following excerpt from IFAC's Exposure Draft (1992, 
p. 1-2) demonstrates clearly that this international accounting organisation 
recognises the centrality of ethics in accounting, in particular, in an 
international accounting environment: 
Professional accountants today have an increasing role in 
decision making. This applies whether they are working in 
public practice, in industry or commerce, in the public 
sector or in education. They operate in a world of change 
in which corporate collapse, business impropriety, regulatory 
failure and environmental disaster are prevalent. 
In such an environment, accountants need to have a thorough 
appreciation of the potential implications of professional and 
management decisions and an awareness of the pressures of 
observing and upholding ethical standards which may fall on 
individuals involved in the decision making process. 
Apart from policies and guidelines, the accounting profession has 
also encouraged research into ethical issues as a way of understanding 
ethical behaviour of accountants. However, research in this area has 
been criticised on the grounds that it has been largely normative and has 
focussed on questions such as what should constitute appropriate ethical 
conduct and the professional accountants' responsibilities in society 
(Carey 1947; Parker 1987; Woelfel 1986). While it is recognised that a 
normative and prescriptive framework for ethical conduct is vital and 
deserves to be further researched, an adequate understanding of ethical 
behaviour and the factors that influence this behaviour is also considered 
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to be imperative (Flory, Phillips, Reidenbach and Robin 1992). This is 
also emphasised by Shaub who makes this point (1988，p. 97): 
Specifically, it is time for the profession to undertake a 
study of the determinants of ethical behaviour in CPAs. 
This is not the same as determining whether or not CPAs are 
ethical. Instead, research should incorporate a body of 
knowledge that has been developed in the social sciences, 
and is currently being adapted into business disciplines such 
as marketing, that provides some insight into what causes 
individuals to choose ethical behaviour, (emphasis added) 
Such an understanding can be obtained by conducting empirical studies 
in this area. In particular, Shaub stressed the importance of focussing 
accounting ethics research in the empirical direction (1989, p. 45): 
Little serious attention has been paid to developing testable 
theories regarding ethical variables in the accounting context 
nor has much empirical testing taken place. 
This study responds to the calls and aims to investigate some of the 
factors that could affect auditors' ethical decision making behaviour. In 
so doing, it draws on theories developed in the cognate disciplines of 
cognitive psychology and organisational behaviour. A detailed discussion 
of the objective of and motivation for this study are taken up in the later 
sections of this chapter. An introductory background to ethics in the 
accounting context is provided next. 
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1.2 BACKGROUND 
1.2.1 Meaning and Concept of Ethics 
According to Mautz and Sharaf (1961), ethics is defined as a state 
of mind. The word "ethics" came from the Greek word "ethos", 
meaning: character or custom (Solomon 1984). The etymology of the 
word "ethics" suggests the following concerns: individual character 
including what it means to be a "good" person and the social rules that 
determine right and wrong of our conduct. General ethics is the study 
of ideal human moral conduct and values (Ricchiute 1989). It 
investigates questions of moral right and wrong, duty and obligation and 
moral responsibility^. More specifically, general ethics involve choices 
of conduct which necessitate balancing of external conditions such as 
extrinsic rewards to one's value system. It includes both choices and 
consequences of choices. Likewise, ethical conduct among professional 
accountants involves making choices and a consideration of the 
consequences of such choices. This linkage of general ethics and ethics 
for professional accountants was identified by Mautz and Sharaf more 
than thirty years ago (1961, p. 232): 
3 In common usage, the word moral is used interchangeably with ethical (Colby and 
Kohlberg 1987，p. 23). It is also used interchangeably in this study. 
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Ethical behaviour in auditing or in any other activity is no 
more than a special application of the general notion of 
ethical conduct devised by philosophers for men generally. 
Ethical conduct in auditing draws its justification and basic 
nature from the general theory of ethics. 
From the concept of general ethics, a number of normative theories 
on general ethics such as teleological and deontological theories have 
been postulated based on distinctly different assumptions'^ . However, as 
suggested by Trevino (1986), none of these normative ethical theories are 
found to be particularly helpful in explaining or predicting ethical 
decision making since the variables are not well specified and are difficult 
to operationalise. In normative theoretical terms, one may describe the 
study of ethics in accounting to be in its infancy. In view of the dearth 
of evidence concerning the effects of normative theories on ethical 
decision making, these theories have not been considered in providing the 
basis for developing the theoretical model. However, different 
approaches^ to understand ethical behaviour in accounting have been 
posited in the literature and a discussion of these approaches may provide 
an insight into accountants' ethical behaviour. The next section reviews 
some of these approaches. 
4 An overview of the two different approaches to characterise different normative 
ethical philosophies, teleological and deontological theories is given in Appendix 1. 
5 See, for example, Velasquez, Moberg and Cavanagh (1983) for a broader discussion 
of the ethical approaches in business. 
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1.2.2 Approaches to Understand Ethical Behaviour in Accounting 
A number of different approaches have been used to explain 
accountants' ethical behaviour. These include the macro-economic 
approach, the social contract approach and the principal-agent model 
approach. The macro-economic approach includes the use of game 
theory (Antle 1984)，economic analysis (Raghunathan 1986) and positive 
economics (Watts and Zimmerman 1981; DeAngelo 1981). However, 
the macro-economic approach fails to consider accountants' ethical 
behaviour at the individual level including the accountants' state of mind 
and the psychological underpinnings of ethical behaviour. Since the 
focus of this study is at the individual level, a detailed coverage of the 
macro-economic approach is beyond the scope of the present study. 
The sociological perspective to accountants' ethical behaviour was 
suggested by Gaa (1990) who postulated that there exists a "social 
contract"6 between the accounting profession and society. The parties 
to the social agreement are society and the accounting profession. 
However, the real actors of the latter are primarily individual members 
of the accounting profession. The rationale for the existence of such a 
contract is that professional accountants are regarded as experts in a field 
6 See Anshen (1970) for a broader view of the social contract between business and 
society. 
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in which non-members of the profession have difficulty in performing 
their duties without having undergone special training. All members of 
the accounting profession should possess a high level of specialised 
knowledge, skills and most important of all, trustworthiness. It is 
through the code of professional conduct, established by the accounting 
profession to ensure that professional accountants behave ethically and 
professionally, that society grants such autonomy (Benson 1982). 
Autonomy refers to society allowing accountants to be regulated privately 
as a profession with its own bylaws. Friedson (1971) emphasised that the 
role of such codes of professional conduct is to justify the granting of the 
special status of autonomy (p. 83): 
A code of ethics may be seen as a formal method of 
declaring to all that the occupation can be trusted, and so of 
persuading society to grant the special status of autonomy. 
The very existence of such a code implies that individual 
members of the occupation have the personal qualities of 
professionalism, the imputation of which is also useful for 
obtaining autonomy. 
Though the role of a code of professional conduct is seen as an important 
device to persuade the public and society that professional accountants 
would behave ethically to justify the autonomy, it does not guarantee that 
accountants would actually comply with the code. 
Mautz (1984; 1988) also argued that the profession is given a 
special franchise by society in return for accepting this important 
11 
responsibility. In fact, Mautz and Sharaf put forth the following 
proposition as early as 1961 (p. 232): 
Professional accountants have another kind of responsibility 
which flows directly from his professional status. 
In other words, the fact that society endows accountants with the status 
of a profession means that they have to behave ethically to fulfill that 
responsibility. Such an exclusive franchise clearly brings along with it 
substantial economic benefits to members of the accounting profession. 
However, such special privileges, (including autonomy), imply a 
concomitant obligation to society whereby the accounting profession 
should be regulated in such a way to ensure maximisation of benefits to 
members of society. 
The above view is also consistent with that of Moore (1970) who 
argued that the price professionals must pay to society for their autonomy 
is socially responsible behaviour, being the quid pro quo. This reflects 
the social role of the accounting profession. As long as society acts as 
if the profession is keeping its side of the social contract, there is 
incentive for individual members of the profession to renege by not 
behaving in an ethical and socially responsible manner. This brings to 
the fore the assumption of pursuit of self-interests which results in one's 
disregard for the endowed responsibilities emanating from the implicit 
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social agreement. On the other hand, it is to be expected that the 
profession will also establish control mechanisms to enforce adherence to 
the agreement. However, enforcement may not be workable due to 
problems such as ineffective detection or insufficient sanctions (Gaa 
1990). While the social contract can survive some socially irresponsible 
behaviour, excessive irresponsible behaviour could lead to structural 
instability between the professionals and society such that the benefits to 
society are not maximised. 
Another perspective to explain accountants' ethical behaviour is 
agency theory's principal-agent model (Noreen 1988). Agency theory is 
based on the assumption of one's pursuit of self-interests. The principal-
agent model recognises the separation of the ownership function (the 
principal) from that of a delegated decision maker (the agent). It 
explicitly admits that the interests of the agent can conflict with that of 
the principal. Due to the presence of information asymmetry and 
unconstrained opportunism in a principal-agent model, two forms of 
incentive problems, namely, moral hazard and adverse selection can 
result which could lead to costly investigations and serious consequences 
such as collapse of markets. 
Moral hazard arises when the action performed by the agent is 
unobservable to the principal and the agent acts contrary to the interests 
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of the principal. Any contract between the principal (owners of the firm) 
and the agent (the auditor) is based on imperfect signals on the agent's 
action. In this case, a self-interested maximising agent will have an 
incentive to shirk. 
The second incentive problem is adverse selection. It occurs when 
the agent has superior private information and the principal cannot check 
whether the agent is acting in the principal's best interests. Again, the 
agent can shirk using the private information. Such undesirable 
behaviour by the agent can be considered to have ethical implications 
(Chi 1989，p. 2). If the agents are ethical, they will not shirk when 
shirking is unobservable. On this basis, one can infer that information 
asymmetry per se does not cause agents to act unethically. However, 
there are occasions in which agents are observed to act unethically in 
their own self-interests. 
It is implicitly assumed in the principal-agent model that agents are 
self-interested and thus may not necessarily be ethical. This is also 
confirmed by the growing concern of unethical behaviour of accountants 
as mentioned in the Introduction Section. Thus, the principal-agent 
model implies that information asymmetry allows agents to shirk and act 
unethically in their own self-interests. In order to overcome agency 
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problems? such as moral hazard and adverse selection, monitoring 
mechanisms are put in place by the principal to control the agent (Watts 
and Zimmerman 1986). A typical control mechanism over professional 
services is to devise contracts that specify actions required of the agent 
to reduce the conflict of interests between the principal and the agent^ . 
An example of a contract is the code of professional conduct that 
specifies minimum professional behaviour for professional accountants. 
Noreen (1988) suggests that there is an agency argument for the 
establishment of the code of ethics in the accounting profession (p. 368): 
…there should be more emphasis on fostering utilitarian 
ethical values in service organizations where inputs and 
outputs are difficult to measure than in manufacturing 
organizations where it is much easier to monitor 
performance. And, indeed, a distinguishing characteristic of 
professions (where the quality of the output is difficult for 
the consumer to assess) is an explicit ethical code. 
However, it was observed by Young and Jaworski (1988) that the 
agency problems of moral hazard and adverse selection cannot be 
completely resolved by a contractual agreement such as a code of 
professional conduct. DeJong and Smith (1984) also concluded that 
agents, such as auditors, in providing professional services may maximise 
7 In the principal-agent model, compensation incentives is another way of reducing 
agency problems. 
8 These contracts are generally viewed as costly and imperfect resulting in inefficient 
risk-sharing, monitoring and policing costs. The best and costless solution is 
obviously to rely on ethical behaviour of the agents. 
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personal utility by pursuing short run benefits (for example, economic 
gains) while sacrificing long run considerations (for example, reputation 
of CPA firms and audit quality). 
Notwithstanding the fact that agency theorists assume that all 
individuals act in their own self-interests which may not always culminate 
in ethical behaviour, Adam Smith posited that an impartial spectator 
exists within each individual who arbitrates one's ethical issues (Noreen 
1988). Noreen (1988) has also put forth the proposition that religion, 
behavioural norms, the conscience and even genetics can also act as 
enforcement mechanisms in conjunction with the code of professional 
conduct specified by the accounting profession. He hypothesised that 
agents are better off economically to refrain from self opportunistic 
behaviour via the code of professional conduct .^ Noreen further stated 
that (1988，p. 359) 
...an agreement (i.e. ethical code) to abstain from 
opportunistic behaviour cannot be enforced effectively by 
external rewards or sanctions; instead, the sanctions for 
unethical behaviour must be internalised. 
Due to the above enforcement problem, external sanctions are seen 
not to be effective in inducing ethical behaviour because of the low 
probability of being caught in an unethical act. To ensure ethical 
9 Arrow (1973) makes a case for professional codes of ethics in business in order to 
increase economic efficiency. 
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propriety, it is necessary for accountants to internalise such sanctions. 
As suggested in the cognitive psychology literature, one of the ways to 
internalise sanctions is to nurture and raise moral reasoningand 
maturity. Individuals at high levels of moral reasoning are expected to 
behave ethically because of self-chosen principles rather than based on 
external sanctions such as rewards and punishment (Kohlberg 1969). 
Similarly, accountants with high levels of moral reasoning would behave 
ethically because of self-chosen principles rather than based on the code 
of professional ethics and rewards (for example, audit fees). Noreen 
(1988) strongly claimed that if accountants could internalise the sanctions, 
thereby avoiding costly external sanctions when unethical behaviour was 
observed by investors and client management, then in the long run, it 
would be of significant economic benefits to all parties concerned 
namely, accountants, investors, client management and society as a 
whole. 
In summary, accountants' ethical behaviour may be explained by 
two perspectives, namely, the social contract approach and the principal-
agent model approach. The principal-agent model approach assumes that, 
in the auditing context, auditors have incentives to behave unethically 
10 The terms moral reasoning, ethical reasoning and moral development are recognised 
in the literature to be similar in meaning. They are therefore used interchangeably 
in this dissertation. 
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because of their self-interests. According to the social contract approach, 
society expects auditors to act ethically in order to abide by their social 
contract. Otherwise, the autonomy given to the accounting profession 
may be withdrawn and government intervention will result. There is also 
tacit acceptance in this approach to some unethical behaviour among 
professional accountants since the social contract can survive some 
socially irresponsible behaviour (Gaa 1990). Both these approaches 
attempt to provide explanations as to why accountants may act 
unethically. They are similar, in the sense that they emphasise a 
"contract" between the auditor and society for the social contract 
approach, and between the auditor and the firm's ownership in the case 
of the principal-agent model approach. Both approaches also recognise 
the possibility of unethical behaviour by auditors and that unconstrained 
opportunistic behaviour is costly for society. Given that unethical 
behaviour exists, it is therefore important to find ways and means of 
reducing dysfunctional behaviour. Before one can do so, it is important 
to understand the factors that affect the ethical behaviour of auditors. 
That is the primary objective of this study. 
It should be noted that unethical behaviour by accountants can 
occur in a variety of situations. The most obvious violations occur when 
accountants do not comply with the tenets of the code of professional 
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conduct. Therefore the following section briefly reviews the tenets of the 
code of professional conduct, promulgated by many professional societies 
and institutes, as a first step in understanding accountants' unethical 
behaviour. 
1-2.3 Tenets of Ethical Conduct 
The ethical code promulgated by any professional institute is 
recognised as the cornerstone of ethical behaviour for professional 
accountants (Ricchiute 1989). It is an attempt to codify the principles 
which provide useful guidance to professional accountants in the conduct 
of their professional practice. The professional behaviour required of 
accountants should be consistent with the good reputation of the 
profession. Therefore, ethical conduct for professional accountants is 
defined as the minimum professional behaviour within the confines of 
ethical standards such as the Code of Professional Conduct as stipulated 
by most professional institutes and societies (for example, AICPA, IF AC, 
HKSA). 
The recently promulgated IF AC Code of Ethics for Professional 
Accountants (1992) explicitly recognises the accounting profession as 
distinguished by the following four characteristics (IFAC 1992, p. 3): 
• mastery of a particular intellectual skill, acquired by 
training and education; 
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. acceptance of duties to society as a whole in addition 
to duties to the client or employer; 
• an outlook which is essentially objective; 
• rendering personal services to a high standard of 
conduct and performance. 
On the basis of the above characteristics, it is clear that IFAC's 
(1992) objective in promulgating this Code is to lay down high standards 
of ethical conduct expected of professional accountants operating in 
national and international environments. The importance of ethics in the 
accounting profession is further reiterated by the AICPA (1988) and 
HKSA (1984) in their respective Codes of Professional Conduct which 
state that the members' obligation to maintain the highest standards of 
ethical conduct is fundamental to the accounting profession. The IFAC 
Code of Ethics for Professional Accountants (1992), the AICPA Code of 
Professional Conduct (1988) and the HKSA Code of Professional 
Conduct (1984) all stipulate that professional accountants need to observe 
a number of fundamental principles within the Code. These fundamental 
principles, which form the basic tenets of ethical conduct, are: 
. integrity 
. objectivity and independence 
• professional competence and due care 
. confidentiality 
. professional behaviour 
. technical standards 
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A description of each of the above fundamental principles is given in 
Appendix II. Any behaviour that will bring discredit to the accounting 
profession and contravene the fundamental principles and rules of any 
code of professional conduct is therefore considered unethical. Of 
particular interest in this study is the fundamental principle of objectivity 
and independence. 
1.2.4 Concept of Independence 
Accounting practitioners have stressed four areas of ethical conduct 
which are of significant interest to the profession and the public. These 
factors which are of prime importance are: ”…1. Independence 2. 
Advertising and Solicitation 3. Commissions and 4. Contingent fees" 
(Lowe 1987，p. 80). Independence, the first and foremost factor in these 
Codes of Professional Conduct, is defined as an accountant's character 
and state of mind. Independence for professional accountants includes 
independence in fact and in appearance (Part B of IF AC Guidelines). 
Independence in fact refers to the professional accountant's mental 
attitude whereas independence in appearance is concerned with third party 
perceptions of the professional accountant's independence. 
The importance of independence is further affirmed by the centre 
stage position it occupies in the Codes of Professional Conduct of most 
professional accounting bodies (Gaa 1992b). In Hong Kong, the 
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Professional Ethics Statement 1.203 (1984) "Independence" recognises 
the importance of independence as a concept fundamental to the 
accounting profession. The following statement clearly establishes the 
importance of independence as one of the most significant aspects of 
ethical conduct (Gul, Teoh and Andrew 1991，p. 24)": 
A primary ethical requirement is the need for auditor 
independence. The ethical code of the profession, however, 
establishes a range of guidelines for ethical conduct which 
goes well beyond the primary requirement of independence, 
(emphasis added) 
The concept of independence for professional accountants may also 
be seen in terms of the etymology of the word "ethics" which refers to 
an individual's character. This concept, as pointed out, is within the 
tenets of ethical conduct. The linkage between ethics and independence 
was also identified by Mautz and Sharaf as early as 1961 when they 
emphasised the importance of the concept of independence by presenting 
the two related concepts of independence and ethical conduct separately. 
This is evident from the following two postulates (Mautz and Sharaf 
1961，p. 42): 
. When examining financial data for the purpose of 
expressing an independent opinion thereon, the auditor 
acts exclusively in the capacity of an auditor. 
11 The concept of independence will be used to develop the decision making task in 
Chapter Four. 
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• The professional status of the independent auditor 
imposes commensurate professional obligations. 
The issue of independence of public accounting firms has always 
been questioned by public and legal officials in newspapers, in the courts 
and in academic studies^^ in relation to audit quality. Although the 
majority of these concerns and studies has focussed on third party 
perceptions of auditor independence (i.e. independence in appearance), 
this does not mean that auditor independence behaviour per se is less 
important. The preceding discussion of independence on the basis of 
etymology, the conceptual relationship between auditor independence and 
the attestation function as well as the importance of "independence in 
fact" all suggests that ethical conduct can be considered to encompass the 
concept of independence (Robertson 1984). 
1.2.5 Auditor-Client Conflict 
To understand the concept of actual auditor independence^ ,^ it is 
necessary to analyse the auditor's role in situations where there exists 
pressures on the auditor's ability to behave ethically. These situations 
12 Examples from the newspapers such as the Dingell Subcommittee in the USA (1985)， 
the courts such as United States v. Arthur Young et al. (1984) and academic studies 
such as Shockley (1981) and Knapp (1985) are quoted to support the public's concern 
on the issue of independence of CPA firms. 
For the purposes of this dissertation, actual auditor independence refers to auditor's 
independence in fact. In other words, it is concerned with the auditor's state of mind 
rather than third party perceptions of auditor independence. 
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arise because the role of the auditor contains intrinsic conflicts of 
allegiance. While the auditor is primarily responsible to the shareholders 
of the company, he simultaneously reports on the audit assignment to the 
company management who determines the size of audit fees and controls 
the hiring and firing of the auditor^ "^ . As early as 1974，Goldman and 
Barlev posited that the auditor is caught in the shareholder-management 
conflict where management can exert pressure over the auditor because 
of management's ability to control the terms and conditions of the 
auditor's appointment^^. These are referred to by Mautz and Sharaf 
(1961) as one of the "built-in anti-independence factors". It is also 
recognised by researchers, such as Gaa (1992b), that many conflicts that 
arise in the practice of accounting and auditing cannot be easily resolved 
by simply adhering to codes of conduct or professional standards. Any 
code of professional conduct can only specify minimum standards of 
behaviour and may not be sufficient to guide accountants' professional 
behaviour under many ambiguous conflict situations. The existence of 
such conflict undoubtedly adds pressure on the auditor's ability to 
14 In the USA and Canada, the establishment of the audit committee is an attempt to 
overcome such conflict. However，the formation of audit committees is still not 
prevalent in countries such as the United Kingdom and Hong Kong. 
15 This problem may also be recast in terms of agency theory whereby the auditor may 
maximise personal utility by pursuing short run benefits such as economic gains in 
terms of audit fees rather than considering long run benefits such as the reputation of 
the CPA firm. 
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maintain independence and to uphold ethical conduct within the confines 
of any code of professional conduct. 
The conflict referred to above can be described as client-centred 
conflict. This type of conflict is caused by the dissonance between the 
auditor's professional responsibility and the economic needs of his CPA 
firm. It is recognised that this client-centred conflict^^ stands at the core 
of many ethical problems in the accounting and auditing environment 
(Ponemon and Gabhart 1993). The Tread way Commission Report 
(National Commission on Fraudulent Financial Reporting 1987) also 
pointed out that since auditors are paid by client management for 
"independent" attestation of client management's financial statements, 
there appears to be internal conflicts of interest and possible bias. This 
problem is exacerbated when the client's audit fees form a significant 
source of revenues as compared to the overall revenues for the CPA 
firms (Gul 1991). In these circumstances, the auditor will have to 
balance his professional responsibility against the economic benefits. 
In addition to the inherent conflict of interest between the auditor 
and client management, the role of the auditor has continued to change 
and expand over the last few decades in terms of the scope and nature of 
16 According to conflict theory (to be discussed in Chapter Four), audit client conflict 
can lead to unethical behaviour if the auditor "compromises" his position. 
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professional services provided to clients such as the increasing provision 
of management advisory services (MAS). Previts (1985) also expressed 
concern about the effects of the increasing scope of services on the issue 
of independence. Such role changes, due to the expanding scope of 
services offered, result in the auditor having to confront more situations 
that may give the appearance of, or, in fact, compromise independence 
(Ponemon and Gabhart 1993). In response to the above concerns, the 
AICPA (1988) has amended its Code of Professional Conduct to further 
promote and encourage ethical behaviour. 
Given the inherent conflicting role and the expansion of non-audit 
services, it is clear that auditors must act ethically in the provision of 
auditing services if accounting information resulting from the audit 
process is to be credible and relied upon by financial statement users. In 
addition, the benefits and privileges that are given to accountants as 
members of the profession may be withdrawn if the responsibilities and 
obligations to members of society are not fulfilled. It is in this light that 
the motivation for this study is discussed. 
1.3 MOTIVATION FOR THE STUDY 
As described in the Background Section of this chapter, recent 
changes in the business environment and accounting practice have created 
I 
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opportunities for accountants' impropriety in carrying out their 
professional duties. The issue of ethics is becoming more important as 
evidenced by the increasing number of academic and professional journal 
articles as well as a number of seminars organised by different academic 
associations and professional institutes on how to incorporate ethics into 
the teaching curriculum (Loeb and Rockness 1992). It is clear that the 
study of ethical behaviour of professional accountants is an important and 
topical issue. One useful way of understanding the ethical behaviour of 
professional accountants is to provide empirical evidence that 
corroborates or refutes claims of diminishing ethical propriety. 
Moreover, ethical decision making has become an increasingly important 
topic to accounting academics and professional accountants alike. In 
particular, it is asserted by some researchers (for example, Ponemon 
1988) that the prior literature which focussed on normative aspects of 
ethical conduct is not sufficient to bring about ethical behaviour. 
Experience has shown that any code of professional conduct stipulating 
standards of behaviour such as integrity, independence, honesty and 
objectivity alone does little in mitigating ethical and professional 
impropriety in everyday practice. It seems clear that ethical behaviour 
is not brought about by normative rules of conduct but by fostering moral 
and ethical maturity. This was recognised by Noreen (1988) who, in 
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discussing the principal-agent model, emphasised the need to "internalise" 
sanctions. One way of internalising sanction is to raise the moral 
reasoning of auditors. At the same time, other factors such as economic 
incentives may also affect auditors' ethical behaviour. In order to 
understand the dynamics of ethical behaviour, it is therefore important to 
study the effects of these and other factors that could influence auditors' 
ethical decision making. 
This study is motivated by four considerations. First, early studies 
on ethics in accounting have been mainly normative or prescriptive in 
nature. They focussed on what should constitute ethical behaviour in 
accounting as well as on prescriptive matters pertaining to compliance by 
professional accountants to the Code of Professional Conduct. A review 
of the accounting ethics literature clearly indicates a need to focus on 
empirical research in accounting ethics, especially in the area of auditors' 
ethical behaviour. 
Second, the majority of studies on auditor independence have 
focussed on third party perceptions, not on auditor independence in fact. 
Since auditor independence is a fundamental concept in ethical conduct, 
there is a need to study how auditors behave in making ethical decisions 
in an independence conflict situation. 
Third, the empirical studies in the area of ethics in accounting (for 
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example, third party perceptions of auditor independence, Gul 1987; 
1991) have selectively focussed on a single category of variables. For 
example, either situational^ '^  (such as MAS, competition, size of audit 
fees) or individual differences variables (such as personality) were 
studied. Results from these studies have generally been inconclusive and 
the reason suggested by one of the researchers (Gul 1987)，is that each 
of these studies focussed on the effects of only a particular category of 
variables (i.e. individual differences or situational variables). This is 
supported by Carver, Hirsch and Strickland (1993) who argued that 
future research on the determinants of ethical behaviour in accounting 
should focus on individual characteristics of decision-makers in the 
context of situational influences. Thus, the current literature suggests 
that it is necessary to take into account the joint effects of individual 
differences and situational variables on auditors' ethical behaviour. 
Fourth, most behavioural accounting and auditing research 
particularly in auditor independence in the last decade has used the Lens 
Model (Brunswik 1952) as a theoretical framework and an empirical 
methodology (Shockley 1981; Knapp 1985; Gul 1991). The Lens Model 
is essentially an input-output model where the process between the input-
17 On the basis of prior literature, the term "situational" is used interchangeably with 
"contextual" for purposes of this dissertation. 
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output is treated as a black box. Output is used to infer the cognitive 
process of the decision making. However, in studying ethical behaviour, 
the neglect of the cognitive process is criticised as a major omission. 
Recent studies such as Ponemon (1990; 1992a; 1992b) have attempted to 
examine aspects of the black box. An emphasis on the cognitive process 
is consistent with human information processing (HIP) literature which 
suggests that cognitive factors could mediate the relationship between 
stimulus and behaviour (Ponemon and Gabhart 1990). Therefore, any 
study on the ethical decision making behaviour of auditors should 
explicitly consider the cognitive variable. This was indirectly suggested 
by Noreen (1988) who argued that sanctions should be "internalised”• 
Nevertheless, a consideration of the cognitive process alone would be an 
inadequate characterisation of ethical decision making process. 
Since the ethical decision making process is complex, there are 
other variables that may impinge on this process. For example, agency 
theorists argue that economic benefits (such as size of audit fees) may 
also affect auditors' ethical behaviour. Such a model should thus 
explicitly recognise the joint effects of other categories of variables such 
as situational and individual differences variables together with the 
cognitive process. As a result, what is lacking in the literature is a 
theoretical and empirical framework that not only considers a more 
30 
t 
comprehensive set of variables but also cogently integrates these 
individual differences, situational and cognitive variables so as to capture 
the auditors' ethical decision making behaviour. 
1-4 OBJECTIVE OF THE STUDY 
The objective in this study is to empirically investigate some 
factors that influence auditors' ethical decision making in an audit conflict 
situation. It focusses on three categories of variables and studies their 
impact on auditors' ethical behaviour by using a field experiment. A 
sample of Hong Kong auditors is used as subjects. The variables selected 
are derived from a theoretical model based on Trevino's (1986) 
interactionist model of ethical decision process and a general model of 
decision making suggested by Hunt, Krzystofiak, Meindl and Yousry 
(1989). The theoretical model takes into account the joint effects of 
individual differences, situational and cognitive variables on auditors' 
ethical decision making. The linkages suggested in the model provide the 
basis for the development of an empirical model for hypotheses testing. 
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1.5 OUTLINE OF THE STUDY 
This dissertation is organised as follows: 
Chapter Two provides a review of the accounting literature on 
ethics. An overview of the literature in business and marketing ethics is 
also presented to support the theoretical framework developed in this 
study. A general decision making model which provides an overall 
framework to support the theoretical model for auditors' ethical decision 
making is briefly described. On the basis of the theoretical model, a 
number of research questions are suggested for developing the empirical 
model. 
Chapter Three discusses the cognitive process in the context of 
ethical conflict. Kohlberg's Cognitive Moral Development theory (1969), 
which is used to provide the theoretical basis for the study of the 
cognitive process, is described in detail. In addition, different aspects of 
moral development emanating from the discussion of Kohlberg's theory 
such as antecedents of moral development and moral reasoning levels of 
professional accountants are also presented. 
Chapter Four begins with a discussion of the audit conflict situation 
and the reasons why it is selected as the decision making task which is 
the dependent variable. This is followed by a review on the relationship 
between moral reasoning and ethical behaviour. The chapter then 
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discusses the rationale for modifying the relationships of the variables 
initially identified in the theoretical model which forms the basis for 
developing hypotheses in the empirical model. The variables identified 
in the empirical model for hypotheses testing which are moral reasoning, 
individual differences variables, locus of control and cognitive style, an 
economic contextual factor, size of audit fees and the decision making 
task, auditor's response to accede to client's request in an audit conflict 
situation (the dependent variable) are described. Eleven null hypotheses 
are developed for empirical testing with main and interaction effects on 
the dependent variable. 
Chapter Five focusses on the research methodology adopted for this 
study. First, it discusses the advantages of a field experiment. Second, 
the measurement of the different variables in the empirical model is 
elaborated in detail namely, the dependent variable, audit conflict 
situation and the four independent/moderating variables namely, moral 
reasoning, locus of control, cognitive style and size of audit fees. Third, 
details of the subjects selected to participate in this study and the 
determination of sample size are discussed. Fourth, the procedures used 
to administer the field experiment are described. Finally, the research 
instruments and the scoring methods are presented. 
Chapter Six discusses the analytical techniques used to interpret the 
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data and the limitations of the multiplicative model. It also presents the 
empirical results. 
Chapter Seven explains and discusses in detail all the empirical 
results obtained from the field experiment. For those hypotheses which 
obtained significant results, further analyses are undertaken to shed more 
light on the results obtained. 
Chapter Eight summarises the objective, research questions, 
hypotheses and findings from this study. The contributions and 
implications of this study are presented. A discussion of several 
limitations and directions for future research are also included. 
1.6 SUMMARY 
This chapter introduced the importance of ethics in accounting. It 
also emphasises the centrality of ethical behaviour for professional 
accountants in the auditing context and the recent trend of unethical 
behaviour of accountants in the USA, UK and Hong Kong. It further 
elaborated on the emphasis of ethical behaviour by professional institutes 
and societies such as AICPA, IF AC and HKSA. Second, the background 
of ethics and ethical conduct was presented. There are several 
approaches to understand ethical behaviour in accounting of which the 
social contract approach and principal-agent model approach were 
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presented. The chapter identified the tenets of ethical conduct and drew 
attention to the paramount importance of independence as a significant 
aspect of ethical conduct. In particular, the auditor's ability to resist 
management pressure in an audit conflict situation was identified as a 
specific area of study under the broad rubric of ethical behaviour. Third, 
four considerations that motivated this study were also presented. 
Fourth, the objective of this study was summarised. Finally, the outline 
of the study was listed. The next chapter reviews previous theoretical 
and empirical literature on ethics in the accounting, business and 





This chapter reviews the literature on ethics with specific reference 
to ethical behaviour in accounting, business and marketing contexts. The 
purpose of the literature review is to describe and summarise major 
developments in theoretical and empirical studies of ethical behaviour in 
business organisations. The literature clearly indicates that a multivariate 
framework consisting of different categories of variables such as 
cognitive process, individual differences variables and contextual 
circumstances would provide further insight and understanding into the 
factors affecting ethical behaviour in accounting contexts. 
The first section, on accounting ethics literature, surveys the four 
stages of empirical studies on accountants' ethical conduct. Particular 
attention is paid to independence-related behaviour. The next section 
presents a review of theoretical frameworks postulated in business and 
marketing ethics areas. On the basis of the two categories of literature 
reviewed including a general decision making model, a theoretical model 
for auditors' ethical decision making is presented which forms the basis 
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for developing the research questions. The next section discusses the 
accounting ethics literature with particular reference to the empirical 
studies on independence-related behaviour. 
2.2 ACCOUNTING ETHICS LITERATURE 
Prior studies of ethics in accounting have been largely normative. 
Many of these studies have emphasised issues related to how auditors 
ought to behave and whether professional accountants have complied with 
professional rules of conduct and have fulfilled their responsibilities in 
society (Carey 1947; Parker 1987; Woelfel 1986). However, in the early 
1980s, there have been some initial attempts to study ethical behaviour 
in accounting. These studies represent the first attempt to redirect the 
study of ethics in accounting from a normative approach, studying "what 
ought to be", to a positive approach, understanding "what is". Following 
this positive approach, a few studies have been conducted which allow 
researchers to make some preliminary conclusions about accountants' 
moral judgement (for example, Loeb 1970; Armstrong 1984; 1987). In 
general terms, it should be recognised that "research in moral judgement 
and behaviour in the accounting profession is at a very early stage of 
development" (Gaa 1992a, p, 60). A review of the accounting literature 
in the area also shows that a systematic attempt to empirically investigate 
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auditors' ethical decision making behaviour does not yet exist. One of 
the major reasons to account for the dearth of empirical evidence on 
ethical behaviour is the lack of a comprehensive theoretical model to 
explain the different factors which influence accountants' ethical 
behaviour (Brady and Hatch 1992). 
Notwithstanding the above, a major strand of research closely 
related to accountants' ethical conduct is the question of auditor 
independence 1. Four stages in this strand of research may be identified :-
1. The evaluation of situational factors that could affect third party 
perceptions of auditor independence (for example, Shockley 1981; Knapp 
1985; Gul 1991; Gul and Tsui 1992). Situational factors refer to the 
contexts and environments that could impinge on perceptions of auditor 
independence such as the provision of management accounting services 
(MAS) and the existence of significant versus insignificant size of audit 
fees from a client as compared to the overall total revenues for the CPA 
firm. 
2. Recognition of individual differences variables that could interact 
with situational factors to affect third party perceptions of auditor 
1 As mentioned in Chapter One, another strand of research studies on auditors' ethical 
behaviour in relation to independence has used game theory (Antle 1984)，positive 
economics (Watts and Zimmerman 1981) and economic analysis (Raghunathan 1986) 
to explain this phenomenon. However, a detailed review of the above literature is 
beyond the scope of this study. 
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independence (for example, Gul 1987; Shockley 1982). Individual 
differences variables refer to the characteristics of the person, such as 
personality, that may influence an individual's perception of auditor 
independence. It is broadly defined to include personality and cognitive 
style (Gul 1984)1 
3. Consideration of auditor independence in fact as opposed to 
third party perceptions and the situational factors that could affect 
auditors' perceptions of their own independence (for example, Corless 
and Parker 1987). 
4. Recognition that cognitive process^  is another variable that 
could also affect auditors' independence-related behaviour (for example, 
Ponemon and Gabhart 1990). Cognitive process is defined as the 
thinking process or the state of mind of an individual. It is commonly 
referred to as the "black box" in the input-output relationship. The 
following sections discuss the above various stages. Implicit in this 
discussion is the notion that independence-related behaviour is an 
important and significant aspect of ethical behaviour as discussed earlier 
2 Both personality and cognitive style are defined in Chapter Four. 
3 Based on prior literature (Ponemon and Gabhart 1993)，the cognitive process in the 
ethical behaviour context refers specifically to the reasoning/judgement process. For 
the purposes of this study, it should be distinguished from cognitive style which is 
considered as an individual differences variable (Gul 1984). More detailed discussion 
on the cognitive process is taken up in Chapter Three. 
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in Chapter One. 
2.2.1 Situational Variables in Third Party Perceptions 
Several studies have examined the impact of situational factors on 
third party perceptions of auditor independence (Shockley 1981; Knapp 
1985; Gul 1991; Gul and Tsui 1992). Shockley's (1981) study found that 
audit firms operating in highly competitive environments, providing MAS 
and smaller CPA firms were perceived by CPAs and financial statement 
users as having a higher risk of losing independence. However, length 
of audit tenure was not found to be a significant factor affecting third 
party perceptions of auditor independence. Competition was ranked as 
the single most important factor, followed by audit-firm size and MAS 
by the two different groups of subjects. 
Knapp (1985) found that senior loan officers perceived auditors 
with a client in poor financial condition to be more likely to obtain their 
preferred outcomes to an audit conflict than when a client is in good 
financial condition. In addition, when the conflict issue is not dealt with 
precisely by the technical standards, these senior loan officers perceived 
auditors to be less likely to obtain their preferred resolutions to a conflict. 
In other words, when a client is in good financial condition and when the 
conflict issue is not dealt with precisely by the technical standards, 
bankers would perceive auditors to be less independent. 
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Gul's (1991) study found that size of audit fees was the major 
explanatory variable to adversely affect bankers' perceptions of the 
auditors' ability to resist management pressure independent of MAS, 
audit-firm size or level of competition^. Gul and Tsui (1992)，in a more 
recent study conducted in Hong Kong, found that when the client's 
financial condition was good and when the size of audit fees was 
significant, bankers had less confidence in auditors' ability to resist 
management pressure. 
In summary, the salient findings from the above studies indicate the 
following: 
(i) Auditors were perceived to be less independent when CPA firms 
provided MAS services than non-provision of such services. 
(ii) When the conflict issue is not dealt with precisely by the 
technical standards, it was found that auditors were perceived to be less 
able to resist management pressure and thus were seen to be less 
independent. 
(iii) Smaller audit firms were perceived to be less able to resist 
management pressure than large firms thus suggesting that size of audit 
firm is also a significant contextual variable that adversely affected third 
4 Gul (1991) was concerned with the notion that the effects of audit fee size depended 
on MAS (a revenue generating activity), firm size and levels of competition. 
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party perceptions of auditor independence. 
(iv) If the client's financial condition was good, auditors were 
perceived to be more likely to accede to client's request because there 
was less risk of litigation and legal liability. Thus, it was found that 
financial statement users had more confidence in the auditor's 
independence when the client was in poor financial condition than in 
good financial condition. 
(v) CPA firms operating in highly competitive environment were 
perceived to be less independent than those operating in a less 
competitive environment. 
Despite the above evidence indicating that situational factors such 
as MAS, nature of conflict issue, size of audit firms, client financial 
condition and competition had adverse effects on auditors' ability to 
remain independent, Gul (1989a) in a New Zealand study reported 
conflicting evidence. He investigated the effects of audit committees, 
client financial condition, MAS, competition and size of audit firm on 
bankers' perceptions of auditor independence. His study found that both 
situational factors namely MAS and competition have positive effects on 
third party perceptions of auditors' ability to resist client pressure. In 
other words, contrary to expectations, Gul (1989a) found that MAS and 
higher levels of competition improved perceptions of auditor 
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independence. He argued that the increased dependence by the client on 
the auditor for specialised services such as MAS improved perceptions 
of the auditor's ability to resist management pressure. Similarly, the 
increase in competition caused auditors to be perceived as more 
independent because they need to create a favourable image to maintain 
their clientele. His results on effects of audit firm size were, however, 
consistent with expectations, namely the smaller the audit firm, the lower 
the level of perceived independence. Audit committee was found to have 
no effect on auditors' perceived independence. 
One of the possible reasons to explain the conflicting results is that 
other variables, apart from situational variables, could also affect third 
party perceptions of auditor independence. This includes, for example, 
individual differences of the subjects. Given the same environmental 
stimuli, such as MAS, individuals could react differently depending on 
individual differences (Gul 1987; 1989b; 1991). 
2.2.2 Individual Differences 
As early as 1981, Shockley found that the large remainder of the 
variance explained by the experimental effects indicates that a relatively 
high level of individual differences existed. On the basis of the presence 
of significant individual differences, Shockley (1981) pointed out that it 
is worthwhile to further investigate the impact of individual differences 
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on perceptions of auditor independence. In 1982，Shockley developed a 
conceptual model for perceptions of audit independence and further 
suggested that individual differences, which were ignored in previous 
empirical studies, could explain the conflicting results obtained from prior 
studies on perceptions of auditor independence. Bearing this in mind, 
Gul (1987) studied the joint effects of cognitive style, an individual 
differences variable and MAS, a situational variable, on third party 
perceptions of auditor independence. He found that cognitive styles 
interacted with the provision of MAS to affect bankers' perceptions of 
auditor independence. In particular, consistent with the theory, field 
dependent bankers were more affected by MAS than field independent 
bankers in their perceptions of auditor independence. The notion that 
individual differences are important variables in these types of 
investigations was also identified by Trevino (1987) who argued that 
individual differences and situational variables could jointly affect 
individuals' ethical behaviour in organisations. Unfortunately, this notion 
was ignored in many independence-related studies (Shockley 1981; Knapp 
1985; Gul 1989a; 1991). It is therefore clear that a more fruitful 
approach to the study of auditor independence is not only to consider 
situational variables but also individual differences as well. 
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2.2.3 Auditor Independence In Fact 
Another criticism of empirical studies which have examined third 
party perceptions of auditor independence is that they have neglected the 
issue of auditor independence in fact. In other words, studies on the 
decision making process of auditors with regard to independence have 
been relatively neglected. Burton (1980) recognised that both aspects of 
auditor independence, namely, independence in fact and in appearance 
are equally important to the profession. The importance of this notion 
is further emphasised when IFAC stated in its Code of Ethics for 
Professional Accountants that "professional accountants in public practice 
when undertaking a reporting assignment should be independent in fact 
and appearance" (1992，p. 19). Though independence in fact and in 
appearance are both important, Previts (1985) has argued that third party 
perceptions of auditor independence and the actual judgements of 
accountants can be considerably divergent. It was not until 1987 that the 
first few experimental studies on auditor behaviour relating to 
independence were conducted (Corless and Parker 1987; Farmer, 
Rittenberg and Trompeter 1987)5. Farmer, Rittenberg and Trompeter 
(1987) postulated a five-factor framework for studying the impact of 
5 Shockley's (1981) study only used CPAs as subjects to investigate their perceptions 
of auditor independence rather than to evaluate independence in fact (i.e. their state 
of mind). 
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auditor independence in attesting to client financial statements. The five 
factors identified were psychological factors (such as mental attitude), 
economic factors (such as economic independence of the auditor), third 
party influences (such as existence of an audit committee), technical 
competence (such as knowledge of accounting and auditing standards) and 
standard setting structure (such as standard setting body). They found 
that non-accounting factors such as the threat of litigation and loss of 
client have significant influences on audit judgement regarding, for 
example, the treatment of an accounting issue. On the other hand, 
J 
Corless and Parker (1987) found no evidence that auditors' mental 
attitude was affected by MAS provided by their own or another firm. 
Following from these studies on auditors' independence behaviour, 
Corless and Parker (1987) called for more research into this area (1987, 
p. 29): 
...there will be additional studies of the factors that might 
affect auditor independence, and that the studies will help 
clarify muddy perceptions of auditor independence...It is 
hoped that this and similar studies will shed some light on 
this very important topic. 
Two issues emerge from the above discussions. The first relates to the 
need to consider individual differences in auditor independence studies 
and the second is the need to consider auditor independence in fact. In 
other words, it is worthwhile to study the joint effects of individual 
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differences as well as situational variables on auditor independence which 
is an important aspect of ethical conduct. 
2,2.4 Cognitive Process 
Apart from taking into account the variables such as individual 
differences and situational factors in studying ethical behaviour, Jones 
and Ponemon (1993) have criticised many empirical studies for having 
neglected to investigate the cognitive process. Initial attempts to 
understand the cognitive process began with the development of a 
subjective measure as a surrogate for ethical behaviour. In early 1970s, 
Loeb (1970) and Yerkes (1975) developed such a subjective measure 
which attempted to find out the extent to which individuals self-reported 
their adherence to a code of ethics. Loeb (1970), using a survey method, 
was the first to examine the factors that could influence CPAs' ethical 
behaviour in the context of their independence judgements. He found 
that CPAs' likelihood to violate the ethical code are influenced by factors 
such as client status, the quality of auditing practices, firms' overall 
attitudes towards ethics as well as the existence of opportunities to violate 
the code. Yerkes (1975) in another survey found that CPA firm size and 
CPAs' hierarchical positions in the firms are significant factors in 
affecting their adherence to the ethical code. Large firms were found to 
have the highest degree of conformity to the ethical code. It was also 
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found that the accountants' social positions in the firm also affected 
adherence to the code. The most important finding from this early work 
on ethical behaviour is that accountants' ethical behaviour is influenced 
by their knowledge of ethical issues, perceptions and attentiveness to 
ethical problems and their memberships in the professional instituted 
Following on from the works of Loeb (1970) and Yerkes (1975)， 
more recent studies attempted to probe the cognitive process by adopting 
the cognitive-developmental approach? in psychology to study the state 
of mind of auditors in forming ethical judgement in accounting practice 
(Armstrong 1984; Ponemon 1988; Ponemon and Gabhart 1990). 
Armstrong's study in 1984 was one of the first few studies to have 
focussed on what she referred to as "internalized professional ethic" i.e. 
accountants should not just learn the content of the code of professional 
conduct but should attempt to develop their moral maturity in terms of 
the cognitive moral developmental approach (Kohlberg 1969). Her study, 
using the Defining Issues Test (DIT)^, found that CPAs' P scores^  were 
significantly lower than Rest's (1979a) sample of college students. These 
6 In Yerkes' (1975) study, membership in the professional institute refers to the 
AICPA. 
7 This approach is discussed in detail in Chapter Three. 
8 A detailed discussion of Defining Issues Test is provided in Chapter Five. 
9 A detailed discussion of P scores is provided in Chapter Five. 
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results indicated that CPAs have only matured in a moral sense to the 
level of adults rather than to the level of college graduates. In another 
study, Ponemon (1988) found that there is a negative relationship 
between CPAs' years of experience and positions within the firms and 
their measured ethical capacity as measured by both the DIT P scores and 
Moral Judgement Interview^® (Kohlberg 1981b). More specifically, 
Ponemon and Gabhart's (1990) study found that the auditors' levels of 
ethical judgement is related to professional judgement contexts such as 
independence. They developed an experimental case to examine auditors' 
cognitive conception of an independence dilemma in the context of moral 
judgement prior to the resolution of audit conflict and found that there is 
a systematic relationship between moral reasoning and the way auditors 
resolved their conflicts. In particular, the results indicated that auditors 
at lower levels of moral reasoning responded to an independence dilemma 
on the basis of a need to avoid penalty or harm. On the other hand, 
auditors at higher levels of moral reasoning were sensitive to a need for 
affiliation among colleagues in the CPA firms in their judgements of an 
independence dilemma. The findings from their study suggested that an 
The Moral Judgement Interview, developed by Colby and Kohlberg (1987)，is 
recognised as one of the instruments to measure cognitive moral development. 
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association exists between the different levels of moral reasoning and 
auditor independence judgements. In another study on ethical behaviour, 
Ponemon (1992b) also found that auditor underreporting of chargeable 
time is negatively related to auditors' moral reasoning. Those auditors 
with lower DIT P scores underreported their chargeable time much more 
severely than those with higher DIT P scores. 
Another series of studies focussed only on the moral reasoning 
levels of professional accountants. Both Armstrong (1987) and Ponemon 
(1988) have found that there exists a deficiency in the moral development 
of those who enter and remain in the accounting profession. Other 
empirical findings also suggested that professional accountants do not 
develop levels of moral reasoning equivalent to those who are in similar 
socio-economic and educational backgrounds (Tull 1982; Ponemon 1988; 
1990; 1992a; 1992b; Shaub 1989; Ponemon and Gabhart 1990; Ponemon 
and Glazer 1990; Arnold and Ponemon 1991; Hiltebeitel and Jones 1992; 
Lampe and Finn 1992)". More importantly, Lampe and Finn (1992) 
suggested that one of the reasons that explains the overall lower level of 
moral development of auditors (as compared to college graduates) is the 
rule-orientation of professional accountants which is not captured in the 
11 A more detailed discussion of the findings of these studies will be elaborated in 
section 3.6 Moral Reasoning Levels of Professional Accountants in Chapter Three. 
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measurement of moral development in the DIT studies. Specifically, the 
P score focusses in measuring stages 5 and 6 of moral reasoning and 
relegates any stage 4 orientation (referred to as focussing on law and 
order) as similar to stages one and two. In addition, Ponemon (1992a) 
also observed that through the socialisation process, employers counsel 
out individual auditors who are either too low or too high in their levels 
of moral development. Thus, these realisations may be crucial in 
explaining the above phenomenon. 
The results and concerns regarding accountants' levels of moral 
reasoning have sparked off several studies in accounting education to 
examine how different types of ethics interventions and educational 
approaches to college education (i.e. liberal versus traditional) can further 
nurture and raise moral reasoning development (Ponemon 1992c; 1993; 
Ponemon and Glazer 1990; Shaub 1992; St. Pierre, Nelson and Gabbin 
1990; Hiltebeitel and Jones 1991^. 
The above research studies may be seen to be among the first 
series of studies which have been conducted to provide a better 
understanding of moral reasoning in the context of professional 
accounting practice (Armstrong 1984; Ponemon 1988; 1990; Ponemon 
and Gabhart 1990; Shaub 1992). They represent an attempt to examine 
12 The discussion on ethics education will be elaborated in Chapter Three. 
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the cognitive process which is recognised as an important determinant in 
ethical behaviour in accounting and auditing contexts (Jones and Ponemon 
1993). According to Ponemon (1990，p. 209)，"the results (from his 
study in 1990) represent the mere tip of the proverbial iceberg". Jeffrey 
(1993，p. 95) also suggested that: 
...prediction of the behaviour of accountants based on the 
level of ethical development remains to be explored. Future 
research should consider what actions are taken when faced 
with accounting dilemmas and the relationship of actions to 
the measure of ethical development. 
This is in support for more research in the direction of understanding 
auditors' ethical judgement process and its relationship to ethical action 
and behaviour. What is clear is that the relationships are complex and 
are best studied by formulating a theoretical model. Such a model 
captures the relationships and provides the basis for developing several 
research questions and hypotheses. In order to develop this model, it is 
useful to review the business and marketing literature where some 
noticeable progress in research on ethics has been made. The following 
sections briefly review the literature in this area with a view of 
developing a theoretical model. 
2.3 BUSINESS AND MARKETING ETHICS LITERATURE 
In the area of business and marketing ethics, little research has 
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been directed to uncovering the factors that lead to ethical behaviour in 
organisations. Most of the literature have been descriptive varying from 
surveys of managers' attitudes toward particular ethical dilemmas, their 
perceptions about the circumstances within which these dilemmas are 
resolved, their beliefs about how changes can take place to make 
resolution of these dilemmas easier to the circumstances under which 
ethical dilemmas arise. As a result, Bommer, Gratto, Gravander and 
Tuttle (1987) suggested that there should be more empirical studies on the 
factors affecting ethical behaviour in organisations. Attempts have 
already been made to identify these different factors and develop 
conceptual models of ethical behaviour in organisations (Ferrell and 
Gresham 1985; Hunt and Vitell 1986; Trevino 1986; Bommer, Gratto, 
Gravander and Tuttle 1987; Knouse and Giacalone 1992; Schweikart 
1992). These models are seen to increase the understanding of 
organisational ethical behaviour. According to Bommer, Gratto, 
Gravander and Tuttle (1987，p. 267): 
Given that the literature is scanty, it is at best suggestive 
about the influences on managers' ethical (and unethical) 
behavior, and it most definitely does not afford an 
exhaustive identification of the relevant factors nor of 
patterns of possible interaction among these. 
Even though some of the above studies have developed theoretical 
frameworks, they have not examined nor focussed on the specific 
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influences of some of these relevant factors and the interaction of these 
factors on ethical behaviour. 
A review of the business and marketing ethics literature reveals that 
these empirical studies have emphasised the effects of either individual 
variables 13 or situational variables on ethical behaviour (Trevino 1986). 
As early as 1978，Hegarty and Sims (1978; 1979) conducted three 
laboratory experiments and found that the effect of personality variables 
such as locus of control was a significant factor influencing organisational 
ethical decision behaviour in two of three experiments. In these studies, 
Hegarty and Sims (1978; 1979) also manipulated an organisational 
variable, reward and punishment, finding it an important factor in 
explaining ethical decision behaviour in organisations. However, it was 
not until the late 1980s that attempts were made to postulate the 
determinants of ethical behaviour in an organisational and accounting 
context by developing a multivariate framework. These attempts imply 
that a comprehensive and in-depth understanding of ethical decision 
making behaviour cannot proceed without a recognition of the 
multifarious aspects of the ethical decision making process. This is 
supported by Trevino who argued that there is an interaction between the 
13 According to Trevino (1986)，individual variables include individual differences such 
as personality and the cognitive process. 
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individual characteristics (in this case, cognitive moral development) and 
the situation (1987，p. 33): 
...ethical/unethical behavior should not be viewed as simply 
a result of fixed individual characteristics such as cognitive 
moral development. Rather, it can be viewed more 
complexly as a product of the interaction between the 
individual and the situation. 
It is therefore clear that any study on an individual's ethical decision 
making should include situational factors and individual variables as well 
as incorporate them in a multivariate interaction model as well. 
Several theoretical frameworks have been developed to study the 
joint effects of different categories of variables on ethical behaviour 
(Ferrell and Gresham 1985; Hunt and Vitell 1986; Trevino 1986; 
Bommer, Gratto, Gravander and Tuttle 1987; Knouse and Giacalone 
1992; Schweikart 1992). These theoretical frameworks are summarised 
in Appendix III. 
A synthesis of the above literature and theoretical frameworks 
suggests that the major categories of variables posited to have direct and 
indirect influence on ethical behaviour are: 
. Different types of environments such as political, 
social, cultural, legal, organisational and professional. 
. Individual differences variables such as locus of 
control, ego strength, cognitive styles and 
Machiavellian personality. 
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• Contextual/situational variables such as organisational 
culture, opportunity structure, external pressure, 
responsibility for consequences and reinforcement 
contingencies. 
• Cognitive process based on theory such as Kohlberg's 
Cognitive Moral Development (1969). 
One theoretical model which elegantly captures the separate 
categories of variables and links them coherently was developed by 
Trevino (1986) who advocated an interactionist perspective to explain 
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This interactionist model explicitly recognises the three separate 
categories of variablescognitive process, individual differences and 
situational factors. Cognition is operationalised through the stages of 
cognitive moral development. There are three elements of individual 
moderators which include ego strength, locus of control and field 
dependence. Three elements of situational factors are identified which 
include immediate job context, organisational culture and characteristics 
of the work. This interactionist model suggests that an individual reacts 
to an ethical conflict with cognitions determined by his^ ^ cognitive moral 
development stage (Kohlberg 1969). This stage determines how an 
individual thinks about an ethical conflict as well as represents the 
process of deciding what is right or wrong in a specific conflict situation. 
The model focusses on the interaction of individual and contextual 
components on the ethical cognitive process to determine how an 
individual behaves in response to an ethical conflict situation. Trevino，s 
findings in another recent study (1987) based on the 1986 model 
supported the notion that "ethical decision making is a complex 
phenomenon influenced by the interplay of individual differences, and 
how individuals think about ethical decisions" (Trevino 1987，p. 133). 
14 These variables are discussed further in Chapters Three and Four. 
15 Any reference to his or he in this paper is gender free. 
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The results from Trevino's (1987) study concluded that internals ^ ^ 
would respond more to vicarious reinforcement than externals. In a more 
recent empirical study, Trevino and Youngblood (1990) used path 
analysis to study the causal relationships of ethical decision making 
behaviour in organisations. They found that ethical decision making was 
directly influenced by cognitive moral development with locus of control 
influencing ethical decision making through a process variable, outcome 
expectancies. 
A comprehensive model which takes into account the interaction 
between the three separate categories of variables namely the cognitive 
process, individual differences and contextual variables has not yet been 
suggested for empirical testing in the accounting and auditing context. 
Trevino's (1986) model provides the basis for a theoretical framework 
which may be used to empirically investigate the determinants of 
auditors' ethical decision making behaviour using an interactionist 
approach. 
2.4 GENERAL DECISION MAKING MODEL 
While Trevino's (1986) interactionist model is specific in terms of 
16 Locus of control is defined and discussed in detail in Chapter Four under Section 
4.4.2.1. Internals are those who believe that they have control over their events and 
externals are those who believe outcomes are consequences of fate. 
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ethical decision making in organisations, Hunt, Krzystofiak, Meindl and 
Yousry (1989) have postulated a general model that is not only consistent 
with Trevino's (1986) model but also provides an overview of decision 
making. This general model (Figure 2.2) takes into account the 
interaction of the decision task, decision maker and decision situation on 
the decision process and decision outcome. 
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Figure 2.2 
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The model in Figure 2.2 displays three interacting components: the 
decision maker, the decision task and the decision situation. Hunt, 
Krzystofiak, Meindl and Yousry (1989) described each component of the 
decision making model as follows: 
• The decision maker brings to a task certain beliefs, 
predispositions, skills, experiences and cognitive style. 
. The decision task portrays a "demand" property of an 
actor's environment that focusses attention. It can be 
described in terms of its structure and content. 
. The decision situation refers to contextual conditions 
both conceptual and circumstantial in which both the 
decision maker and tasks are embedded. 
• The decision process is the most complex variable 
which signifies an array of cognitive "strategies" and 
behavioural "events" distributed over several "stages" 
preliminary to and leading to response selection. 
. The decision outcome encompasses postdecision 
performance output. 
According to Hunt, Krzystofiak, Meindl and Yousry (1989，p. 
437)，"decision is a short-hand way of speaking about something that is 
quite complex and not directly observable, i.e. cognitive and symbolic 
processes by which actors...build and communicate models of their 
realities, apply them to cases, and use them to organize action. “ The 
focus is on decision processes and involves a shift from choice to the 
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ways human actors interact with and interpret their situations. These 
three components are seen to influence both the decision process and the 
decision outcome. 
2.5 THEORETICAL MODEL FOR AUDITORS' ETHICAL 
DECISION MAKING 
Most current theoretical approaches propose that an individual 
brings unique tendencies and abilities to any ethical conflict situation 
(Trevino 1986; Knouse and Giacalone 1992; Brady and Hatch 1992). 
Such unique tendencies and abilities are referred to as individual 
differences as well as moral character. These approaches also recognise 
that ethical behaviour takes place in a social context. Therefore, ethical 
behaviour is not viewed simply as the result of individual characteristics. 
It is seen as the interaction between the individual and the situation 
(Higgins, Power and Kohlberg 1984). 
The development of the theoretical model is adapted from 
Trevino，s (1986) model because it considers the interaction. of the 
separate categories of variables. Individual differences and contextual 
variables are portrayed in the theoretical model as moderators according 
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to Trevino's (1986) interactionist modeP. Hunt, Krzystofiak, Meindl 
and Yousry's (1989) general model of decision making is used to support 
Trevino's (1986) model of ethical behaviour in business organisations. 
Based on adaptations made from Trevino's (1986) modeP and the 
general decision making model by Hunt, Krzystofiak, Meindl and Yousry 
(1989)，a theoretical model for auditors' ethical decision making is 
developed which is shown in Figure 2.3. 
17 Whether these two categories of variables act as moderators will be justified from 
additional literature review when these variables are discussed in detail in Chapter 
Four. 
18 The effects of the contextual variable on the cognitive process (in this study, moral 
reasoning) can only be tested through a longitudinal study because it is necessary to 
monitor the changes of moral reasoning over time as a result of the manipulation of 
the contextual variable. Since this study is a cross-section study, the relationship of 
the contextual variable on cognitive process is not included in the theoretical model. 
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Figure 2.3 
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The literature as surveyed above confirms that there has been no 
systematic attempts to empirically investigate the interactionist perspective 
as proposed by Trevino (1986). This theoretical model, which is shown 
in Figure 2.3，examines the three separate categories of variables with 
individual differences operationalised in terms of locus of control and 
cognitive style, cognitive process operationalised in terms of moral 
reasoning and size of audit fees selected as the contextual variable. In 
broad terms, the model provides a framework to address the following 
questions: Given an ethical dilemma situation, how do these variables 
affect ethical decision making behaviour? 
An examination of the theoretical frameworks from the business 
and accounting literature reveals that the theoretical model for auditors' 







Since the objective of this research is exploratory and aims to focus 
only on the separate categories of variables based on the previous 
literature review (Ferrell and Gresham 1985; Hunt and Vitell 1986; 
Trevino 1986; Bommer, Gratto, Gravander and Tuttle 1987; Knouse and 
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Giacalone 1992; Schweikart 1992), the effects of all the above 
environments on the theoretical model for auditors' ethical decision 
making to study auditors' ethical behaviour would be too ambitious and 
complex, and is beyond the scope of the present study. As in most 
studies of this nature, it is reasonable to assume that the influence of the 
above environments on the auditors in the ethical decision making model 
is randomised and thus has an equal impact on them. As a result, the 
theoretical model for auditors' ethical decision making, which is shown 
in Figure 2.3，only considers the impact of the cognitive process, 
individual differences and contextual variables on auditors' decision 
making when they are confronted with a conflict situation. A number of 
research questions may be derived from this theoretical model for 
auditors' ethical decision making. 
2.5.1 Research Questions 
On the basis of the earlier discussions and the theoretical model, 
a number of specific research questions are posited. They are: 
1. Does the cognitive process influence auditors' ethical decision 
making behaviour? 
2. Do individual differences influence auditors' ethical decision 
making behaviour? 
3. Is auditors' ethical decision making behaviour affected by 
differences in context? 
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4. Do individual differences interact with the cognitive process to 
affect auditors' ethical decision making behaviour? 
5. Does the contextual variable interact with the cognitive process to 
affect auditors' ethical decision making behaviour? 
6. Does the contextual variable interact with individual differences to 
affect auditors' ethical decision making behaviour? 
These research questions form the basis for developing the empirical 
model for hypotheses testing. A discussion of the variables which are 
identified for testing are taken up in Chapter Four. 
2.6 SUMMARY 
This chapter first surveyed those empirical studies which focussed 
on issues related to perceptions of auditor independence. These studies 
have mainly investigated contextual factors such as MAS, nature of 
conflict issue, audit-firm size, competition, size of audit fees and 
financial condition on third party perceptions of auditor independence. 
Second, the interaction of individual differences variables with situational 
factors was discussed with reference to both empirical and conceptual 
studies. Third, empirical studies which have explored the issue of 
auditor independence in fact were reviewed. Fourth, a brief overview of 
the empirical studies investigating the cognitive process of ethical 
decision making was surveyed. This review traced the development of 
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this strand of studies from the early works which adopted subjective 
measures of ethical behaviour to recent attempts to investigate the 
cognitive moral development of individuals using Kohlberg's (1969) 
Cognitive Moral Development theory. In particular, prior studies 
focussing on the moral reasoning of professional accountants were briefly 
reviewed. A brief overview of some of the major theoretical frameworks 
postulated in the business and marketing ethics literature was also 
presented. Based on Trevino's (1986) interactionist model and Hunt, 
Krzystofiak, Meindl and Yousry's (1989) general decision making model, 
a theoretical model for auditors' ethical decision making was developed. 
A list of research questions was presented for purposes of developing the 
empirical model which forms the basis in formulating a number of 
hypotheses in Chapter Four. The next chapter will discuss the Cognitive 
Moral Development theory which is adopted for operationalising the 
cognitive process in the theoretical model. 
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CHAPTER THREE 
COGNITIVE MORAL DEVKLOPMENT THEORY 
3.1 INTRODUCTION 
The theory underlying the various relationships as shown in the 
theoretical model in Chapter Two, Figure 2.3 is based on prior 
theoretical literature and previous empirical studies. In essence, this 
model posits that auditors' behaviour in an ethical conflict is a function 
of the cognitive process, individual differences and contextual variables. 
In this study, the cognitive process examined is moral reasoning, the 
individual differences variables are locus of control and cognitive style 
and the contextual variable is size of audit fees. This chapter is devoted 
to a discussion on Kohlberg's (1969) Cognitive Moral Development 
theory since it has attracted much attention in the ethics literature and is 
a major component of the theoretical model for auditors' ethical decision 
making. In order to justify the adoption of Kohlberg's theory as the 
theoretical basis for moral judgement in this study, criticisms on the 
justice perspective presented by Gilligan (1977) are also considered. This 
chapter also discusses the importance of the antecedents of moral 
development such as age and formal years of education. The last section 
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of this chapter examines the application of moral development in the 
accounting context. It considers empirical studies on the moral reasoning 
levels of professional accountants which have found that they are not 
commensurate with others in similar socio-economic and educational 
backgrounds. The next chapter will discuss the other variables, namely, 
individual differences and a contextual variable and, where appropriate, 
how they are linked to moral development. These ideas form the basis 
for the development of the empirical model in formulating various 
hypotheses for empirical testing which is discussed in Chapter Four. The 
following section begins the discussion on the cognitive process which is 
an attempt to examine aspects of the "black box" in an ethical context. 
3.2 COGNITIVE PROCESS 
It has been recognised that knowledge of the code of professional 
conduct and adherence to these rules are not sufficient to ensure that 
accountants would behave ethically especially in ambiguous situations. 
It was suggested that the most effective strategy to improve professional 
ethical behaviour is to raise the ethical consciousness of every accountant. 
Before one can nurture and raise moral reasoning levels, it is necessary 
to acquire an integral understanding of the human cognitive process that 
impinges on accountants' ethical behaviour. Nevertheless, little research 
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has been conducted on the accountant's ethical state of mind in making 
ethical decisions. 
One of the ways to understand the ethical state of mind has been 
posited in the "bad apple" argument whereby people are already classified 
as either "good" or "bad" depending on their moral character. This is in 
turn determined by values that are acquired by individuals during 
upbringing. The search for moral character, in fact, began in 
psychology, with the classic cheating studies of Hartshorne and May 
(1928). However, the search lost its momentum because it was found to 
be situation specific which seemingly contradicted the "bad apple" 
argument. 
It was not until Kohlberg's (1969) Cognitive Moral Development 
theory that sparked off a new emphasis on the cognitive basis of moral 
judgement and established its relationship to moral behaviour. Moral 
psychology is recognised as the underlying discipline area for the study 
of an individual，s conception of ethical behaviour (Ponemon 1990; Jones 
and Ponemon 1993). Since 1969，Kohlberg's Cognitive Moral 
Development theory has been the most widely used approach to the study 
of moral reasoning/judgement. 
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Moral reasoning 1 is defined as the level of moral development of 
an individual at a particular point in time (Rest 1979a). This process is 
considered to be different from other mental processes because of the 
following three distinct characteristics: the judgement is based on an issue 
of what one "ought" to do rather than simple preferences; on value and 
not tangible fact; on issues involving self and others. The action could 
be the same whereas the cognitive process representing the state of mind 
of an individual in an ethical conflict could be very different. To 
illustrate such reasoning process, two plausible explanations were given 
to the auditor for the same decision in deciding to disclose a material 
misrepresentation in the client's financial statements (Ponemon and 
Gabhart 1990). One explanation offered is that the auditor's ethical 
principles are consistent with the profession's principles. Another equally 
plausible explanation is that the auditor fears getting caught. It is 
important to understand such differences in moral development if one is 
to gain an insight into auditors' ethical behaviour. 
To understand how auditors behave in an ethical conflict, it is 
necessary to probe their psychological processes. Rest (1986a) proposed 
1 For purposes of this dissertation, the term moral reasoning is regarded as synonymous 
with ethical reasoning and moral development. 
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a Four-Component Model as shown in Figure 3.P representing the four 
basic psychological processes which provide an insight into the auditors' 
cognitive process and can be used for predicting ethical behaviour: 
1. Perception- Interpret the situation in terms of the 
possible actions and the effects of these actions on the 
self and others. 
2. Judgement - Determine which course of action is 
morally right thus labelling one possible action in 
terms of what a person ought to do in that situation. 
3. Intention - Give priority to what is morally right over 
other considerations such as non-moral values. 
4. Behaviour - Demonstrate the strength and skills (for 
example, perseverance, ego strength and 
implementation skills) to follow through on the 
intention to behave morally. 
Figure 3.1 
Four-Component Model 
ETHICAL ——>-ETHICAL ——>-INTENTIONS ——>-ETHICAL 
PERCEPTIONS JUDGEMENTS BEHAVIOUR 
Source: Rest (1986a) 
2 The concept of personal integrity can be considered to be somewhat akin to the Four-
Component Model as defined by Rest (1986a) where ethical behaviour is defined as 
a function of ethical sensitivity, ethical reasoning, the balancing of values including 
non-ethical ones and demonstrated persistence in making the ethical choice. 
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The above model suggests that moral behaviour is not a unitary 
process since the four components may interact with each other without 
necessarily functioning in the sequence as stated above. Rest also 
implicitly assumed that the sequence of these four processes is logical 
without necessarily representing "a linear sequence in real time" (Rest 
1986a, p. 5). 
Though recognising the comprehensiveness of Rest's Four-
Component Model in understanding ethical behaviour^ Rest (1984，p. 
25 & p. 29) also admitted to the following theoretical limitation: 
...no current theory is adequately comprehensive by pointing 
out how the different theories focus on just some aspects of 
morality and neglect other aspects...no current theory has 
useful things to say about all components of the model but 
that most approaches have something useful to say about 
some of the components.. .There does not exist any current 
study that simultaneously assesses all four constituents in the 
prediction of moral behaviour ...Anyone who can design a 
good study to do this deserves the Nobel Prize. 
Therefore, it is not realistically permissable nor possible in this study to 
consider all four components of psychological processes in explaining and 
3 Jones (1991) also hypothesised another set of variables collectively described as issue-
contingent variables that could influence ethical decision making. One such variable, 
identified as "moral intensity", refers to those characteristics of the moral issue itself 
which could affect ethical decision making. Moral intensity, according to Jones 
(1991)，consists of six components: magnitude of consequences, social consensus, 
probability of effect, temporal immediacy, proximity and concentration of effect. If 
the characteristics of moral issues at hand are different, then auditors' ethical 
behaviour would be correspondingly different. These components are also posited by 
Jones (1991) to also affect every component of Rest's Four-Component Model. 
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predicting auditors' ethical behaviour. 
Shaub，s (1989) study was the first attempt to empirically investigate 
the determinants of ethical perception or sensitivity (Component 1 of 
Rest's Four-Component Model) and its effects on ethical judgement in an 
accounting context. The results indicated that professional commitment, 
organisational commitment and ethical orientation did not have any 
significant effect on ethical perception. Further, he also concluded that 
there is no significant relationship between ethical perception and ethical 
judgement (Components 1 and 2 of Rest's Four-Component Model). 
Shaub, Finn and Munter (1993) also conducted a study on the effects of 
auditors' ethical orientation on ethical sensitivity. They found 
inconclusive evidence on the two different ethical orientations namely, 
idealism and relativism, on ethical sensitivity. Only the hypothesis 
suggesting that relativism is negatively associated with the level of ethical 
sensitivity was supported. The fact that there is very little theory and 
empirical evidence on ethical perception is the major reason why this 
component is not included for empirical investigation in this study. 
In view of the inconclusive evidence, the insignificant relationship 
between Components 1 and 2 and the difficulty in operationalising 
intention (Component 3 of Rest's Four-Component Model), this study 
adopted Kohlberg's (1969) theory on Cognitive Moral Development to 
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represent the cognitive process leading to ethical behaviour (Component 
4 of Rest's Four-Component Model). Kohlberg's (1969) theory is 
essentially Component 2 as identified earlier in Rest's (1986a) Four-
Component Model. The major reason that Kohlberg's theory is 
considered most critical in the understanding of moral and ethical 
behaviour is summarised below (Rest 1986a, p. 110): 
At present, however, there are no alternative theories (other 
than Kohlberg's theory) that account for how people arrive 
at their judgements of moral right and wrong which have 
sufficient theoretical elaboration and empirical support. 
From time to time people mention some possibilities, but the 
theoretical and empirical work remains to be done on these 
alternatives. (Explanation in parenthesis added) 
Kohlberg's theory of Cognitive Moral Development therefore 
stands out to be a major theory. It has undergone sufficient theoretical 
refinement and empirical testing to be recognised as the most valuable 
theory in moral judgement and for this reason, it is selected as the theory 
to represent the cognitive process for this study. 
3.3 KOHLBERG'S THEORY OF COGNITIVE 
MORAL DEVELOPMENT 
Kohlberg's (1969) psychology of moral reasoning theory forms the 
theoretical basis for investigating the cognitive process in this study. In 
other words, the focus is on the human decision making process prior to 
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ethical behaviour (Ponemon 1992b). The emphasis is on the reasons used 
by individuals to justify a moral choice rather than the decision itself. 
The pioneer of this cognitive developmental approach to moral 
psychology was the child psychologist Piaget (1932) who developed a 
framework called "stages in conceptualisation" which described the 
existence of conscious rules present in children and young adults during 
their moral judgement process. Moral reasoning develops through social 
intercourse as distinguished by the various stages. As an extension to 
Piaget's structural approach, Kohlberg defined moral judgements in terms 
of attitudes towards justice, a prescriptive assessment of what is right or 
wrong4. Kohlberg's model of ethical cognition (thought) is consistent 
with the series of developmental equilibria assumed to be present in 
individuals by Piaget. 
This theory (Piaget 1932; Kohlberg 1969) aims to explain the 
human decision making process prior to ethical behaviour. It does not 
focus on individuals' behaviour but on the cognitive process used by 
individuals to guide them in deciding right from wrong. The theory does 
not suggest the moral worth of individuals nor does it determine what is 
right or wrong. The distinct characteristic of the cognitive-developmental 
4 A detailed discussion on the criticisms of Kohlberg's Cognitive Moral Development 
theory is given in Section 3.4 of this chapter. 
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research perspective is not to seek predictions of what an individual 
"would do" but to determine what one believes "ought" to be done. 
Therefore, the focus and crux of moral judgement is on the IDEAL as 
one perceives it. 
Kohlberg (1969) posited a stage sequence model in identifying 
different cognitive levels and stages of moral reasoning. According to 
Rest (1986a, p. 196): 
...people at different points of development interpret moral 
dilemmas differently, define the critical issues of the 
dilemmas differently, and have different intuitions about 
what is right and fair in a situation. 
At any given point in time, an individual is at a particular stage in 
the developmental process and proceeds to the next step at a pace dictated 
by one's own internalised belief system (Kohlberg 1969). The basic 
perspective in the development of moral maturity is "social". In other 
words, it focusses on one's relationship to society and its moral rules and 
expectations. Rest (1986a) relates morality to cooperative social 
organisation in the following way (p. 1-2): 
Morality is distinguishable from other domains of social 
functioning such as etiquette, social convention and 
economics. It is morality's special province to provide 
guidelines for who owes whom what, to provide guidelines 
for determining how the benefits and burdens of cooperative 
living are to be distributed. 
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The individual formulates moral judgements by progressing through the 
different levels of socio-moral development. According to Colby and 
Kohlberg (1987，p. 16): 
The levels of moral perspective provide a general 
organisation of moral judgment and serve to inform and 
unite other more specific moral concepts such as the nature 
of the morally right or good, moral reciprocity, rules, rights, 
obligation or duty, fairness, and welfare consequences, and 
moral values such as obedience to authority, preservation of 
human life, and maintenance of contracts and affectional 
relations. 
With each different conception of cooperative social organisation as 
represented by the series of cognitive levels and stages of moral 
reasoning in the stage sequence model as seen in Table 3.1, there is a 
distinct sense of fairness and justice. In confronting an ethical conflict, 
individuals would normally invoke their basic conceptions of social 
cooperation and notions of fairness in judging what is right or wrong. 
They would then continue to progress from lower stages to higher stages 
unless they are deprived of opportunities for reciprocal social interaction. 
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Table 3.1 
Six Stages of Moral Reasoning 
PRE-CONVENTIONAL LEVEL 
Focus is self. 
Stage 1: Obedience: You do what you are told primarily to avoid punishment. 
Stage 2: Instrumental egotism and simple exchange: Let's make a deal or only 
consider the costs and/or benefits to oneself. 
CONVENTIONAL LEVEL 
Focus is relationships. 
Stage 3: Interpersonal concordance: Be considerate, nice and kind and you'll 
get along with people. Focus is on cooperation with those in your 
environment. 
Stage 4: Law and duty to the social order: Everyone in society is obligated and 
is protected by the law. Focus is on cooperation with society in 
general. 
POST-CONVENTIONAL LEVEL 
Focus is personally held principles. 
Stage 5: Societal consensus: You are obligated by whatever arrangements are 
agreed to and by due process and procedure. Focus is on fairness of 
the law or rule as determined by equity and equality in the process of 
developing the rule. 
Stage 6: Nonarbitrary social cooperation: Rational and impartial people would 
view cooperation as moral. Focus is on fairness of the law or rules 
derived from general principles of just and right as determined by 
rational people. 
Source: J. Rest (1979a) 
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As shown in Table 3.1，there are three broad categories of ethical 
cognition referred to as pre-conventional, conventional and post-
conventional levels. 
• The pre-conventional level represents the cognitive 
capability of all children, most adolescents and some 
adults in our society. It typifies the ethical conception 
of "self prior to others" in which an individual places 
self-interest well above the common interests of 
society. It would be difficult for an individual at this 
level to understand the interests of others that are not 
compatible with his own self interests. 
• Conventional level individual would practice the 
societal or referent group ethic in which conformity to 
society's expectations is most important. It would be 
difficult for this individual to separate his own 
opinions and beliefs from that of societal rules or 
norms of authority. 
. The post-conventional level individual follows his own 
self-chosen universal moral principles. If these moral 
principles are in conflict with societal rules, the 
former would dominate in the moral judgement 
process (Colby and Kohlberg 1987，p. 16-17). 
In summary, the pre-conventional person views rules and social 
expectations as something external to the self; a conventional person 
identifies self in relation to others in society; a post-conventional person 
differentiates the self from the rules and social expectations and defines 
his values based on his own self-chosen principles (Kohlberg 1984). 
Within each level, there are two stages which make a total of six discrete 
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equilibria for the three levels. The six stages of moral reasoning are 
discussed below (Rest 1979a): 
• At the pre-conventional level, the self is more important than 
others. 
• Stage 1 typifies behaviour of a lower order belief 
system whereby an individual chooses to do right in 
order to avoid punishment or to be obedient. 
• Stage 2 individual chooses to do right based on the 
cost benefit calculations. It incorporates the 
marketplace orientation which displays the "you 
scratch my back, I'll scratch yours" reciprocity. 
• At the conventional level, the focus is on relationships. 
Kohlberg's research found that most American adults are 
placed at this level. 
. Stage 3 individual would do right in order to get along 
with others in the environment. He is interested in 
interpersonal trust and social approval. At this stage, 
"morality is a matter of establishing and maintaining 
enduring positive relationships" (Rest 1979a, p. 28). 
To act morally is to be prosocial: "Being moral 
implies concern for the other's approval" (Rest 1979a, 
p. 28). 
. Stage 4 individual would focus on cooperation with 
society in general. An individual's relationship with 
others is placed within the context of one's 
responsibility to authorities. "To show disrespect for 
an authority is to show disloyalty to the whole system 
of roles, and is a threat to stage 4，s concept of 
cooperation" (Rest 1979a, p. 31). 
• The post-conventional level is the highest level whereby 
moral reasoning is guided by personally held principles with 
a de-emphasis on rules. At this level, morality is not viewed 
as the result of acting prosocially nor as conforming to the 
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rules of society. Instead, moral reasoning is derived from 
consideration of principles that a rational society would 
choose. At this level, consideration of universal principles 
would safeguard the rights of all concerned. 
• Stage 5 individual chooses to do right on the basis of 
fairness of the law or democratically accepted rule as 
determined by equity and equality. 
• Stage 6 individual chooses to do right on principles of 
justice of a rational man with his own conscience. If 
the law conflicts with one's principles, one acts in 
accordance with the latter. 
Each stage is seen as an individual's intellectual capacity to recognise 
moral conflict and conceive its resolution. 
Ponemon (1990) provided an elaboration of these stages and 
defined each level and stage of moral reasoning in terms of the 
individual's recognition of "right and wrong" and the reason for choosing 
an ethical action. This presentation is similar to Table 3.1 and the six 
equilibrium stages of ethical cognition suggested by Ponemon (1990) is 
reported in Appendix IV. 
As an illustration of how individuals at various levels of moral 
development would resolve the conflict issue, one of the well-known 
conflict scenarios "Heinz Dilemma" (Colby and Kohlberg 1987, p. 241) 
is described below: 
In Europe, a woman was near death from a kind of Cancer. 
There was one drug that the doctors thought might save her. 
It was a form of radium that a druggist in the same town had 
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recently discovered. The drug was expensive to make, but 
the druggist was charging ten times what the drug cost him 
to make. He paid $400 for the radium and charges $4000 for 
a small dose of the drug. The sick woman's husband Heinz, 
went to everyone he knew to borrow the money and tried 
every legal means, but he could only get together about 
$2000 that is half of what it cost. He told the druggist that 
his wife was dying, and asked him to sell it cheaper or let 
him pay later. But the druggist said," No, I discovered the 
drug and Fin going to make money from it." So having tried 
every legal means, Heinz gets desperate and considers 
breaking into the man's store to steal for his wife. 
It is assumed that Heinz must make a choice between stealing the drug 
or abiding by the law and Heinz lacks the money to purchase the drug. 
There is only one cure i.e. the invented drug owned by the druggist. 
. The pre-conventional individual would believe that 
stealing the drug is acceptable as long as the penalties 
of getting caught are low. 
. The conventional person might take a utilitarian 
perspective and steal the drug because it does the least 
harm to others. At the same time, he still believes that 
breaking the law is wrong. 
. The post-conventional person would admit that 
stealing the drug is necessary and would believe that 
the underlying principle of life is more important than 
the legal principle of personal property. 
Kohlberg (1969) postulated that an individual will move upward 
through an invariant sequence of stages onto higher levels or stages of 
ethical cognition according to his psychological disposition. According 
to the theory, cognitive disequilibrium that occurs when an individual 
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perceives a contradiction between his moral reasoning level and the next 
higher one would result in changes in moral reasoning level (Turiel 
1969). Whenever an individual encounters internal cognitive conflict in 
moral dilemma situations, he will question his own reasoning and 
consider the next higher stage reasoning. According to Rest (1988)，this 
results in a restructuring of cognitive patterns and some positive change. 
Kohlberg's theory also implies that moral development is a monotonically 
increasing function over time. However, it is seen to be impervious to 
situational and environmental factors at a particular point in time. Yet, 
it should be recognised that it is possible for individuals to move upward 
into the higher stages through educational intervention over a period of 
time. 
The stages are seen as structured wholes as an individual，s moral 
reasoning is expected to form a coherent system represented by one stage 
or by a combination of at most two adjacent stages. The stages are 
hierarchical integrations which mean that an individual comprehends 
reasoning at all stages below his own but not more than one stage above 
his own. 
Kohlberg (1981a) also claimed controversially that higher stage 
judgements are objectively "better" than lower stage judgements 
according to both moral and cognitive criteria. He argued that higher 
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stage judgements are more cognitively complex (differentiated) and 
inclusive (include lower stage judgements). In terms of moral criteria, 
he found support from philosophers such as Kant to Raphael to justify 
his explanations of developmental movement to principled^ thinking 
stage. It was also suggested by Rest (1986a) that the development to 
higher stages of moral reasoning? might result in a heightened sensitivity 
to conflict and that individuals would be expected to be better able to 
resolve ethical conflicts. 
To summarise, research in the last twenty years have provided 
strong empirical support for Kohlberg's model in confirming the 
following characteristics of moral reasoning: 
- it is structural in that it describes an underlying 
mental process. 
- it is cognitive^ in the sense that it tries to 
explain how an individual thinks. 
5 For a discussion on the philosophy of Kant and Raphael, refer to Shaw and Barry 
(1992). 
6 Principled thinking is synonymous to post-conventional level thinking as in 
Kohlberg's (1969) stage sequence model (Trevino 1987). 
7 However, it was reported by Kohlberg (1984) that individuals at higher moral stages 
are not necessarily at higher intellectual states. 
8 Empirical studies over the last twenty years have been conducted to establish the 
cognitive nature of Kohlberg's theory. They included longitudinal and cross cultural 
studies such as the correlation found between adult moral judgement level and IQ 
(ranges from 0.37 - 0.57) which indicated that moral judgement is not related to 
mental development as applied to moral questions (Kohlberg 1969; Colby, Kohlberg, 
Gibbs and Lieberman 1983). 
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- it is developmental^ in that the structure 
develops within an individual over time. 
- it is sequential^^ in that the development 
progresses in one direction and in order (from 
one lower stage to an upper stage). 
- moral judgement is a universal concept that can 
be applied in different cultures". 
Kohlberg (1983) recently attempted to refine the theory by 
establishing the notions between hard and soft stages of adult moral 
reasoning. The five characteristics, structural, cognitive, developmental, 
sequential and universal are considered to be criteria of the hard stages. 
Soft stages are characterised by more conscious formal reflection and 
depend on the "self" as establishing a whole system of meaning in 
relation to ethical philosophy and one's world view. A new substage A 
and B, each defining a parallel system of beliefs and values are also 
postulated to replace the lower and higher stage sequence. However, 
more research is required before soft stages of moral development can be 
9 Individuals comprehend moral reasoning at all stages below their own but cannot do 
so for more than one stage above their own. 
10 Snarey (1985) conducted a review of forty-five relevant studies and found consistent 
support for the existence of invariant stage-to-stage sequence. 
n Numerous empirical studies found that stages one to four are prevalent in some 
twenty-six cultural areas (Snarey 1985). There were also evidence of post-
conventional reasoning in many studies including non-westem cultures. Rest (1986a) 
also reviewed empirical findings from twenty DIT studies across fifteen cultures. 
These studies had more similarities across cultures than differences, suggesting 
further support for the universality claim as well as portability of the DIT for cross-
cultural research. 
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incorporated into the formal theory. A detailed discussion of the notions 
of hard versus soft stages is, however, beyond the scope of this study. 
The following section summarises some of the major criticisms of 
Kohlberg's Cognitive Moral Development theory. 
3.4 CRITICISMS OF KOHLBERG'S COGNITIVE MORAL 
DEVELOPMENT THEORY 
A number of criticisms of Kohlberg's (1969) Cognitive Moral 
Development theory were advanced over the years. First, researchers 
have pointed out that the justice assumption in the theory does not 
represent all the other assumptions in the ethical and moral domain 
(Simpson 1974). Gilligan (1977) has criticised Kohlberg's justice 
perspective on moral reasoning. She objected to the all male longitudinal 
sample being used in support of Kohlberg's theory. She postulated that 
females have a different focus on moral reasoning: the "care" perspective 
which emphasises on relationships. However, Gilligan and Attanucci 
(1988) found mixed support for the care perspective of moral reasoning 
for females. The first study by Gilligan and Attanucci (1988) found that 
females are more likely to raise care concerns in actual moral conflicts 
than males. However, in their second study using medical students, it 
was found that there are no significant differences between the genders. 
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Derry，s (1987; 1989) studies also found no support for any gender 
differences in managers' moral reasoning. In addition to the above two 
studies, Rest (1986a) found no support for gender differences on Defining 
Issues Test (DIT) 12 related research. In general, gender differences 
explained less than one-half of one percent of the variance in DIT scores. 
It has been suggested that in organisational cultures and professional 
careers where men and women are trained to think in certain professional 
ways, gender differences in moral reasoning are not expected (Deny 
1989). This can be applied to the accounting profession where gender 
differences in moral reasoning are not expected since there does not 
appear to be any differences in the professional roles between males and 
females. 
Second, it was noted from the longitudinal studies that a violation 
of the sequence assumption of the stages and levels may exist. However, 
Kohlberg and Kramer (1969) refuted the claim and re-analysed the data 
more closely. They concluded that the possible violation of the stage and 
level sequence assumption was observed when individuals moved from 
conventional level (stage 4) to the post-conventional level (stage 5). Such 
movement often gave the appearance of lower order ethical development 
patterns because individuals can at the same time utilise both stages 4 and 
12 A detailed description of the Defining Issues Test (DIT) is given in Chapter Five. 
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5 reasoning. This kind of transitional progression could perhaps be 
incorrectly measured as downward movement. 
Third, the theory was criticised on the grounds that it lacks a truly 
objective and reliable measuring instrument. This criticism was 
overcome with the development of the Standard Issue Scoring System 
which is a systematic content analysis of verbal protocol data (Kohlberg 
1969). 
Finally，the theory was criticised on the grounds that the highest 
level of moral development was not observed from the numerous 
empirical studies. The findings from most of the empirical studies 
concluded that individuals tend not to progress beyond a stage 5 
orientation. Kohlberg suggested two reasons for such observation: the 
inadequate sampling of subjects and the nature of the dilemmas (for 
example, the social dilemmas as in the DIT) which may not elicit stage 
six resolutions. 
Despite these criticisms, it should be noted that no other theory in 
this area has had the resilience and elegance to stand up to as. much 
theoretical refutations and empirical verifications as Kohlberg's (1969) 
Cognitive Moral Development theory. There is little doubt, therefore, 
that the theory can be relied upon to study and explore individuals' 
ethical behaviour. 
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In general terms, the study of ethical behaviour can be broadly 
perceived as having developed in three stages. The first stage focusses 
on a discussion of the antecedents of moral development. In other 
words, the factors that determine moral development will be discussed. 
The second stage focusses on moral reasoning levels of specific groups. 
In this particular case, professional accountants is the focus of interest. 
It compares the accountants' levels of moral reasoning across different 
ranks or positions in the CPA firms. Empirical studies from the 
accounting literature are also cited. The third stage then relates moral 
development to ethical behaviour and establishes the linkage. This stage 
is discussed in Chapter Four since it relates closely and provides 
justification for the development of hypotheses related to moral 
reasoning. The following section discusses the influence of some of the 
antecedents of moral development, such as years of formal education and 
age. 
3.5 ANTECEDENTS OF MORAL DEVELOPMENT 
Prior research has shown that age and years of formal education 
are important antecedents of moral development (Rest 1986a). In the 
accounting context, Ponemon and Glazer's (1990) study found that the 
moral development of accounting students increases as they progress from 
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freshmen to seniors. This finding is consistent with DIT research (Rest 
1988，p. 23) which concluded that "formal education is a powerful and 
consistent correlate ... to moral development". It should be noted that 
moral judgement was found to be more strongly related to years of 
formal education than age in adults. In fact, the evidence suggests that 
individuals do not advance to higher levels of moral development beyond 
their years of education, P scores^ ^ would stabilise at the point where 
education stops. Rest (1979a) found that adult subjects who completed 
a certain number of formal years of education many years ago would 
have similar scores as students currently at the same level of education. 
Jeffrey (1993) also found consistent support for a significant correlation 
between moral development as measured by DIT P scores and formal 
education. Other researchers have also put forth the explanation that 
formal education is a proxy for other kinds of life experience which 
increases one's growing awareness of the social world. This is offered 
as one of the important explanations for the linkage of formal education 
to moral development. Other empirical studies (including longitudinal 
samples) have shown that adult moral development is also related to 
3 The P score is obtained from the Defining Issues Test (DIT) as a surrogate to 
measure an individual's level of moral reasoning. For a detailed discussion, please 
refer to Chapter Five. 
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educational level". The next section specifically discusses the empirical 
studies on moral reasoning levels of professional accountants. 
3.6 MORAL REASONING LEVELS OF 
PROFESSIONAL ACCOUNTANTS 
Recent empirical studies in accounting and auditing contexts have 
corroborated the importance of moral reasoning as a determinant of 
ethical choice and professional ethical behaviour. Ponemon and Gabhart 
suggest (1993，p. viii) that "the examination of task performance (for 
example, audit risk, materiality and fraud detection) in accounting and 
auditing would be incomplete without also considering the moral 
reasoning of the individual practitioner". Recent research studies have 
found that there exists a deficiency in the moral development of those 
who enter and remain in the accounting profession (Armstrong 1987; 
Ponemon 1988; Shaub 1992). Armstrong's (1987) early study found that 
CPAs have not matured even to the levels of college graduates thus 
suggesting that college education may not have developed their moral 
reasoning. Ponemon (1988) postulated that such deficiency may be due 
to the characteristics of the accounting curriculum as well as the 
" I n one of Kohlberg's longitudinal studies, the correlation between adult moral 
maturity score and educational level ranges from 0.53 to 0.69. 
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accounting profession which may prevent an individual from developing 
an increasing sense of moral beliefs or integrity during one's education 
or career. Other empirical findings consistently concluded that 
professional accountants do not develop levels of moral reasoning 
commensurate with other individuals in similar socio-economic and 
educational backgrounds (Tull 1982; Armstrong 1987; Ponemon 1988; 
1990; 1992a; 1992b; Shaub 1989; 1992; Ponemon and Gabhart 1990; 
Ponemon and Glazer 1990; Arnold and Ponemon 1991; Hiltebeitel and 
Jones 1991; 1992; Lampe and Finn 1992). In a more recent study, 
Ponemon and Glazer (1990) found that students and CPAs from liberal 
arts colleges obtained higher DIT P scores than those who have been 
educated under the traditional accounting curriculum. One of the reasons 
suggested for this discrepancy is that students from traditional accounting 
programs may not develop higher levels of moral reasoning. In fact, it 
is suggested that traditional rule-oriented accounting education may have 
inhibited students' development to higher levels of moral reasoning. 
Ponemon (1992c) provided a further explanation for this by suggesting 
that the traditional educational approach to college education can stymie 
moral reasoning development rather than enhance it. 
Another recent study by Holt and Jeffrey (1991) found results 
which conflicted with that of Ponemon and Glazer's (1990) study. They 
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found that accounting students have higher DIT P scores than non-
accounting students (including other business and non-business disciplines 
from the same University). On the other hand, Shaub's (1992) study did 
not find any significant relationship between moral reasoning and ethical 
sensitivity. However, he found that there were significant differences 
between male and female students and CPAs' P scores. On the whole, 
female students and female CPAs' P scores are significantly higher than 
male students and men at the same rank within the CPA firms. He also 
noted that there is a significant association between self-reported GPA 
and DIT P scores for accounting students and CPAs. This could suggest 
that moral reasoning may be linked to intellectual capacities or academic 
abilities. Apart from the above significant and interesting findings, 
Shaub (1992) also found results consistent with that of Armstrong (1987) 
and Ponemon (1988) in that the levels of moral reasoning as measured by 
DIT P scores of CPAs and accounting students are lower than the 
average college graduate. A recent study conducted by Lampe and Finn 
(1992) again provided strong support for previous findings (Ponemon 
1988; Shaub 1992) that accounting students and CPAs tend to have lower 
DIT P scores than college age students, adult college graduates and other 
professionals such as doctors and lawyers. Lampe and Finn (1992) also 
observed that for their subjects, the stage 4 scores reported tend to be 
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higher than those reported by Rest (1986a). This led Lampe and Finn to 
conclude that the development of a stage 4 moral orientation may be 
more important than stages 5 and 6 for professional accountants. This 
explanation could well be acceptable because in stage 4，the reasons 
underlying moral judgement is focussed on the accountants' relationship 
to fellow accountants, to client and to society at large. 
Ponemon (1990) using Moral Judgement Interview (MJI) as a 
measure of moral reasoning reported that there is a negative relationship 
between accountants' positions or ranks in the firm and their levels of 
moral reasoning. In other words, the more junior level staff in the CPA 
firms reported reference to ethical rules of conduct in resolving the 
specific auditor role dilemma whereas managers and partners viewed 
profitability and litigation concerns to be important in their resolutions. 
In addition, there is a non-linear relationship between the MJI scores and 
public accounting experience. In other words, it was observed that as the 
number of years of public accounting experience increases from staff to 
supervisory levels, the levels of moral reasoning increase in a linear 
fashion and sharply decrease from the manager to partner levels. On the 
basis of the above results, Ponemon (1990) suggested that different 
positions or ranks in the firm's hierarchy are likely to engender different 
ethical inclinations, thus reflecting differences in socialisation. Other 
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studies (Ponemon and Gabhart 1990; Shaub 1992) also found results 
consistent with Ponemon's (1990) study. They found that on average, 
partners and managers' moral reasoning levels do not represent the higher 
levels in Kohlberg's stage-sequence model (1969) and that there is a non-
linear relationship between auditors' positions in CPA firms and their 
ethical capacities. 
In another study, Ponemon (1992a) also found that those CPAs 
progressing to managers' and partners' levels within the firm tend to 
possess lower and more homogeneous levels of moral reasoning. In 
addition, there was evidence to suggest that promotion to managers' 
positions may be biased in favour of those CPAs who possess moral 
reasoning levels closer to the partners' capacity. It was found that the 
ethical values encouraged by CPA firm management are inconsistent with 
higher levels of moral reasoning. Based on these findings, it was 
suggested that firm's ethical culture could inhibit the CPAs' development 
to higher levels of moral reasoning. This can perhaps offer some insight 
to the above phenomenon as to why there is obstruction in the ethical 
development of those entering and remaining in the accounting 
profession. 
More interestingly, it is also considered possible that 
contextual factors within the organisation, such as any CPA firm, may 
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retard rather than facilitate moral reasoning development. It has been 
posited that moral growth may not occur if an organisation focusses on 
quantitative analysis of numbers rather than on qualitative moral issue 
considerations or on issues of obedience and conformity rather than 
broader issues of right and justice (Trevino 1992). This can be applied 
to CPA firms where there seems to be an emphasis on quantitative focus 
rather than qualitative focus, an emphasis on following codes of 
professional conduct rather than on one's own ethical principles. 
Perhaps, it is in these contexts that moral reasoning growth could be 
retarded. 
On the basis of the above empirical evidence, there are strong 
suggestions that the levels of moral reasoning of professional accountants 
are not commensurate with their socio-economic and educational 
backgrounds. A strand of possible research in this area is to examine the 
question of how levels of moral reasoning may be raised. Several ethics 
intervention strategies including educational approaches have been 
suggested as ways of raising moral reasoning levels. However, Shaub 
(1992)，St. Pierre, Nelson and Gabbin (1990) and Ponemon (1993) all 
found that accounting students' moral development as measured by DIT 
did not differ after participating in college ethics courses. On the other 
hand, Armstrong (1993) found the opposite results when students had the 
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choice to elect to take ethics and professionalism courses. Hiltebeitel and 
Jones (1991，p. 262) explained the above inconsistency by pointing out 
I 
that students "•••revised the manner in which they resolve professional 
ethical dilemmas after completing ethics modules, but the effect does not 
spill over to ethical dilemmas of a personal nature". In addition, they 
also found that the ease in resolving ethical dilemmas was not related to 
the completion of ethics modules. However, recent evidence (Tsui 1994) 
using final year students from the two polytechnic universities, one given 
a 14-week separate ethical intervention and one given a few hours of 
integrated ethical intervention, found that there were significant 
differences in DIT P scores of these two groups of students. The group 
which was given separate ethical intervention course reported 
significantly higher DIT P scores than the group given integrated ethical 
teaching. The above evidence seems to suggest that certain interventions 
may be effective in raising or nurturing moral reasoning levels. 
In summary, it is clear from a review of the above studies that 
these studies (Jones and Ponemon 1993 p. 412): 
...corroborate the importance of ethical reasoning as a 
determinant of judgement, behavior, and action in the 
practice of accounting and auditing. 
Researchers have argued that the psychology of moral reasoning has 
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consistently been shown to be of consequence to ethical behaviour in 
accounting because many professional accounting judgements are 
dependent on the ways in which individual practitioners think about right 
and wrong. Thus, in studying ethical behaviour of accountants, it is 
important to consider the role of moral reasoning. This is one of the 
objectives of this present study. 
3.7 SUMMARY 
This chapter reviewed the literature on the cognitive process. 
Kohlberg's (1969) theory of Cognitive Moral Development forms the 
theoretical basis in operationalising the cognitive process. An overview 
of some criticisms of the theory as well as a brief discussion of the 
antecedents of moral development and empirical studies on moral 
reasoning levels of professional accountants were also presented. A 
review of the accounting studies on moral reasoning suggested that not 
only is the variable a significant predictor of ethical behaviour but that 
the role of the variable should be studied and evaluated in as many 
different accounting contexts as possible in order to develop and 
strengthen the theory of moral development in accounting. The next 
chapter picks up some of the ideas in this chapter for developing the 
empirical model that relate moral development to auditors' ethical 
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behaviour. Hypotheses related to other individual and contextual 





The three categories of variables in developing the empirical model 
for hypotheses testing in this study are cognitive process, individual 
differences and contextual variables. Cognitive process is measured in 
terms of moral reasoning. Individual differences include a personality 
variable, locus of control and the field dependence/independence 
dimension of cognitive style. Contextual variable is measured in terms 
of an economic factor, size of audit fees. This chapter begins with a 
discussion of the dependent variable which is operationalised in terms of 
a decision making task of the auditor in an audit conflict situation. The 
theoretical and empirical support for the relationship between moral 
reasoning and ethical behaviour is then discussed. An empirical model 
for auditors' ethical decision making, based on the theoretical model 
developed in Chapter Two Figure 2.3, is then set up for the development 
of various hypotheses. Eleven hypotheses are developed which tested for 
main effects, two- and three-way interaction relationships. 
Since the audit conflict situation is prevalent in the accounting 
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environment, it is used as the context of the decision making task to 
study the role of moral reasoning, individual differences and situational 
variables on auditors' ethical behaviour. The following section discusses 
the decision making task in an audit conflict situation which, in this 
study, is the dependent variable . 
4.2 DECISION MAKING TASK 
Audit conflict has been suggested in the accounting literature to be 
a source of much concern (Knapp 1985; Gul 1991) since many ethical 
dilemma situations that the auditors face arise from these conflict 
situations. In particular, the problem and issue of the auditors' ability to 
resist management pressure was identified by the Cohen Commission as 
early as 1978 and has been a recurring theme in the auditor independence 
literature. Potential conflicts between auditors and client management are 
/ 
well documented in the accounting literature. As early as 1974，Goldman 
and Barlev emphasised that the auditor is caught in the shareholder-
management conflict. They argued that clients can exert pressure over 
the auditor because of their ability to control the hiring and firing of the 
auditor, to determine the audit fees and working conditions. Such 
conflict places the auditor under pressure to act independently and can 
pose an ethical dilemma for the auditor. 
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This notion is consistent with conflict theory (Thomas 1992) which 
posits that conflict can best be understood in terms of two dimensions: 
distribution and integration. Distribution is concerned with one's own 
outcomes whereas integration is concerned with the outcomes of others. 
In an auditor-management conflict, distribution is concerned with the 
auditor's outcomes and integration is concerned with management's 
outcomes. In a given situation, in theory, it is possible to pursue actions 
which are high in both distribution and integration, low in both 
dimensions, or high in one and low in the other (Walton and McKersie 
1965). Various combinations of these motives give rise to five distinct 
styles of handling conflict which is shown in Figure 4.1: competing, 
collaborating, avoiding, accommodating, and compromising (Greenberg 
and Baron 1993, p. 368). Competition (dominating) reflects a style of 
conflict resolution with high concern for one's own interests but low 
concern for interests of others. On the other hand, accommodation 
(obliging) reflects low in distribution and high in integration i.e. giving 
others whatever they want. Avoidance represents low concern for both 
dimensions: low concern with one's own interests and low concern with 
other's interests whereas collaboration (integrating) reflects high in both 
integration and distribution i.e. seeking maximum outcomes for both 
other's and one's own interests. Compromise is in the middle of both 
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dimensions. It represents moderate degrees of concern with one's own 
interests and other's interests. 
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Figure 4.1 
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DISTRIBUTION 
Different approaches to resolving conflict reflect two underlying 
dimensions present in most conflict situations: concern with one's own 
outcomes and concern with the outcomes of others. For example, 
competition reflects high concern with one's own interests but low 
concern with the interests of others. In contrast, accommodation reflects 
high concern with other's interests but relatively low concern with one's 
own interests. 
Source: Greenberg and Baron (1993，p. 368) 
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In particular, as Rahim, Garrett and Buntzman (1993) pointed out, 
the style of compromise can be regarded as unethical when the individual 
knows that there is a correct course of action and yet gives in to (or 
compromises with) the other party. In an audit conflict situation where 
there is disagreement between the auditor and management on the 
disclosure of some items, for example, and the auditor believes that such 
an item should be disclosed according to accounting standards, a strategy 
of compromise on the part of the auditor where the auditor accedes to the 
client's request may therefore be regarded as unethical. As a result of 
its ethical implications, audit conflict is considered to be of even greater 
concern than prior literature has recognised (Knapp 1985; Gul 1991). 
Thus, the dependent variable is operationalised in terms of a decision 
making task in an audit conflict situation. The following section 
summarises the theoretical and empirical support in positing the 
relationship between moral reasoning and ethical behaviour for 
hypotheses development. 
4.3 MORAL REASONING AND ETHICAL BEHAVIOUR 
It should be noted that ethical action and behaviour is different 
from moral reasoning. Kohlberg's (1969) Cognitive Moral Development 
theory does not explain ethical action and behaviour but addresses the 
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cognitive capacity or potential. It deals with the reasoning process that 
an individual will rely upon to arrive at ethical/unethical actions. The 
stage identified by Kohlberg (1969) represents "an individual's ethical 
capacity or potential for a given behaviour" (Ponemon 1990 p. 207). 
Kohlberg (1969) argued that moral judgement and action should be 
related because of one's drive for consistency between thought and 
action. As the proverb suggests "As a man thinketh, so is he", this also 
supports the notion that thoughts and behaviours are linked. It should be 
stressed that moral judgement is a necessary but not sufficient condition 
for moral behaviour such as altruism and honesty (Kohlberg and Candee 
1984). 
On the other hand, Mischel and Mischel (1976) have posited that 
thoughts and behaviours are not related because one may not carry 
through one's ideal moral judgement to actual behaviour. However, 
Kohlberg (1969) argued that moral cognitive structures influence moral 
behaviour because they constitute steady cognitive dispositions. 
Individuals would interpret moral situations and define rights and duties 
consistent with these cognitive dispositions. Therefore, he proposed that 
individuals at higher stages would be more likely to behave ethically. 
Over fifty studies have been conducted on the relationship between 
moral reasoning and behaviour (for example, Grimm, Kohlberg and 
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White 1968; Kohlberg 1969; Malinowski 1979; Kohlberg and Candee 
1984; Brabeck 1984; Malinowski and Smith 1985). In a helping 
situation, Kohlberg and Candee (1984) found that the decision to help a 
drugged student increases with moral judgement stage. Kohlberg (1969) 
revealed in a Milgram obedience experiment, whereby subjects were 
asked to acquiesce with an authority figure, that the higher the moral 
development stage an individual is in, the more likely the individual 
would quit the experiment and reject pressure from an authority figure. 
In a number of cheating experiments, it was found that cheating 
decreased as moral development level increased (Grimm, Kohlberg and 
White 1968; Malinowski 1979; Malinowski and Smith 1985). A review 
of the above literature therefore suggests that there is a significant 
relationship between moral reasoning and behaviour. 
Similarly, Blasi (1980) in his critical review of the relationship 
between moral reasoning and moral behaviour concluded that there is a 
pervasive and consistent link due to the considerable support for a 
moderate statistical relationship (correlation of about 0.30) between 
thought and behaviour including honesty, altruism and resistance to 
temptation. This is also supported by Thoma's (1985) review of thirty 
studies based upon the Defining Issues Test (DIT) measure (Rest 1979a). 
Thoma (1985) also concluded that moral reasoning is an important 
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determinant of unethical behaviour such as delinquent action. He found 
that the correlation between moral judgement and ethical behaviour is 
about 0.30 which is considered moderate but pervasive. However, Blasi 
(1980) drew attention to the issue that moral judgement, though 
important, does not totally explain delinquent behaviour thus suggesting 
that other variables may be at work. 
The findings in more recent accounting and business studies are, 
in general, consistent with Blasi's (1980) conclusions (Trevino, Sutton 
and Woodman 1986; Trevino and Youngblood 1990; Ponemon 1990; 
Arnold and Ponemon 1991; Ponemon 1992b). It was found that moral 
reasoning level, as measured by DIT, is significantly related to ethical 
decision behaviour in business and accounting contexts. Trevino, Sutton 
and Woodman (1986) found that principled^ individuals made fewer 
unethical decisions than non-principled individuals. Trevino (1987) in 
another study found that principled students made fewer unethical 
decisions in one of the three cases than non-principled students. In the 
same study using multiple regression analysis, she also concluded that 
cognitive moral development had a significant influence on the overall 
1 As already mentioned in Chapter Three, principled thinking is synonymous to post-
conventional level thinking as in Kohlberg's (1969) stage sequence model (Trevino 
1987). 
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committed ethicality dependent measured 
In accounting, Arnold and Ponemon (1991) using internal auditors 
as subjects found that those subjects with lower levels of moral reasoning 
were unlikely to predict whistle-blowing as a means for disclosing 
wrongdoing especially when job termination for the whistleblower is 
imminent. In another study, Ponemon and Gabhart (1990) found that 
there is a systematic relationship between auditors' moral reasoning and 
the way they resolved the independence conflict. Specifically, auditors 
at lower DIT P scores were more likely to violate independence rules 
than those at higher DIT P scores. In addition, they also noted that 
auditors at lower levels of moral cognitive development are more 
sensitive to factors relating to penalty (for example, the likelihood of 
losing a job) than affiliation (for example, the likelihood of hurting 
others) in making independence judgements. Such interaction showed 
that penalty is more prominent for those auditors with low DIT P scores. 
It was also observed that DIT P scores are related to the ranking of 
independence attributes. In particular, those auditors with lower DIT P 
scores would place greater importance to economic factors such as client 
profitability and litigation than auditors with higher DIT P scores. 
2 The overall committed ethicality score is obtained by multiplying the 1-5 point scale 
of commitment ranging from not at all committed to strongly committed to the ethical 
(•1) or unethical decision (1) for all three decisions. 
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Ponemon and Gabhart's (1990) findings confirmed that the levels of 
moral reasoning are related to auditors' judgement in an independence 
context. It supports the notion that auditor independence is a complex 
phenomenon and yet moral reasoning is a major determinant of 
professional judgement in important matters such as auditor 
independence. In another recent study, Ponemon (1992b) also found that 
auditor underreporting of chargeable time is significantly related to the 
level of moral reasoning. Those auditors with lower DIT P scores 
underreported their chargeable time much more severely than those with 
higher DIT P scores. 
In summary, all the above recent empirical studies have concluded 
that moral reasoning is related to ethical behaviour (Ponemon and 
Gabhart 1993). This is further substantiated by Jones and Ponemon 
(1993，p. 413) who argued that: 
The psychology of ethical reasoning has repeatedly been 
shown to be of consequence to behavior in the context of 
accounting and auditing because many professional 
judgments are conditioned on the beliefs and values of the 
individual practitioner. 
The next section describes the independent variables and sets out 
the empirical model for the development of hypotheses for testing. 
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4.4 HYPOTHESES 
Recall that based on Trevino's (1986) interactionist model and 
Hunt, Krzystofiak, Meindl and Yousry's (1989) general decision making 
model, a theoretical model for auditors' ethical decision making was set 
up (see Figure 2.3 in Chapter Two). This theoretical model is then used 
to develop an empirical model which will form the basis for hypotheses 
development. This presents some difficulties when testing interaction 
effects with a moderator variable since according to the theoretical model 
(Figure 2.3)，locus of control is treated as the moderator variable. 
However, strictly speaking, it is argued that this may not be entirely 
appropriate. In the literature, it is suggested that individual differences 
variables such as locus of control is considered to be a relatively more 
stable construct than moral reasoning. Since moral reasoning can be 
improved over time through effective ethical intervention and formal 
education, it is considered to be less stable than individual differences 
variables (Ashkanasy 1985，p. 1328). In other words, moral reasoning 
is likely to moderate the relationship between individual differences 
variables such as locus of control and auditors' ethical behaviour. 
Following similar reasoning, contextual variables could moderate the 
relationship between individual differences and the dependent variable. 
Thus, the need to test the interaction effects with appropriate 
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identification of the main independent variable and the moderator variable 
requires a modification of the theoretical model and this is now reflected 
in the empirical model which is shown in Figure 4.2. In addition, the 
discussion of literature which follows in sections 4.4.2 and 4.4.3 strongly 
supports the influence of individual differences and contextual variable 
on ethical behaviour. As a result, two additional main effects 
relationships are posited and included in the empirical model. These are 
the relationships between individual differences and contextual variables 
on auditors' ethical decision making behaviour. The modification of the 
theoretical model does not alter the research questions identified in 
Chapter Two (see 2.5.1). All these research questions lead to the 
formulation of several hypotheses which are stated in the null form. 
115 
Figure 4.2 





f ^ f ^ I 广——— X 
iTTTJT广 A T INDIVIDUAL DIFFERENCES i 
C 二TTrT " • L O C U S OF CONTROL [THICAL 
CONFLICT COGNITIVE STYLE | A DECISION 
^ / ^ / I . 
r ' ^ I 
CONTEXTUAL VARIABLE 
SIZE OF AUDIT FEES 
^ > 
116 
4,4.1 Moral Reasoning 
The first research question deals with the main effect of moral 
reasoning^ on auditors' ethical decision making behaviour. As illustrated 
in the multivariate model in Figure 4.2 above, it is likely that moral 
reasoning is a determinant of ethical behaviour. On the basis of the 
empirical model and earlier discussions, it is postulated that moral 
reasoning will affect decision making in a conflict situation. This is 
tested in the following null hypothesis: 
Hoi： P score has no effect on the auditor's response 
to accede to client's request in an audit conflict 
situation. 
The above null hypothesis suggests that there is no relationship 
between moral reasoning as measured by DIT P score and the dependent 
variable which is measured as the likelihood that the auditor would 
accede to client's request in an audit conflict situation. 
The alternate hypothesis which posits a relationship between P 
score and the auditor's response to accede to client's request is portrayed 
in Figure 4.3. 
3 Moral reasoning is measured using the DIT P score. A detailed discussion of the P 




P Score > Auditor's Response to 
(Moral Reasoning) Accede to Client's Request 
Recall that the theoretical model for auditors' ethical decision 
making in Chapter Two Figure 2.3 suggested that in addition to moral 
development, situational and individual differences variables could also 
affect auditors' ethical behaviour. The notion that additional variables 
other than moral judgement can also influence auditors' ethical behaviour 
is clearly indicated in the following statement (Trevino 1992，p. 452): 
Given support for the moderate relationship between moral 
judgement and moral action, researchers have begun to 
consider additional variables that are proposed to mediate 
this relationship. 
Rest (1984) in particular emphasised the importance in considering 
situational context in explaining ethical behaviour (p. 26): 
This concern with situational context and the inner processes 
that produce the behaviour is not just an academic nicety, 
but is essential to understanding, predicting, and influencing 
moral behaviour In my view, one important program of 
research is to account for the situational variations that cause 
changes in a person's processing of each component. 
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The above clearly establishes the support for the interactionist 
empirical model suggested in Figure 4.2. Moreover, the inconclusive 
evidence from studies on auditors' moral reasoning discussed earlier 
suggests that there may be other variables that could confound the 
relationship between moral reasoning and ethical decision making 
behaviour. There is therefore a need for further study which investigates 
the notion that auditors' cognitive process of moral reasoning may 
interact with individual differences and/or contextual variables to affect 
auditors' ethical behaviour. The following sections discuss the research 
questions that deal with the main effects of individual differences and a 
contextual variable and the interaction effects of these variables on 
auditors' behaviour in an audit conflict situation. 
4.4.2 Individual Differences 
It is well recognised in the literature (for example, Hegarty and 
Sims 1978; Trevino 1986; 1987) that ethical behaviour may be influenced 
by individual differences. Individual differences can be broadly defined 
to include personality and cognitive style (Gul 1984). Personality is 
defined as an individual，s beliefs and attitudes whereas cognitive style 
refers to the way one stores, processes and transmits information (Pratt 
1980). The difference between cognitive style and personality of an 
individual is the distinction between what an individual thinks 
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(personality) and the way an individual thinks (cognitive style). 
Some researchers considered individual differences to be 
preconditioned sets of values that determine the way individuals approach 
an ethical situation (Hegarty and Sims 1978). In two earlier laboratory 
experiments, Hegarty and Sims (1978, p. 456) found that some 
individuals were "perfectly ethical" regardless of any manipulations of 
situational circumstances such as contingencies of reinforcement. This 
is clearly in support of the notion that individual differences determine 
the way individuals react to ethical dilemmas. In general terms, this 
seems to imply that individual factors could account for one's ethical 
behaviour and, in fact, the notion that individual factors could influence 
ethical behaviour was empirically supported as early as 1978. In a recent 
study, Knouse and Giacalone (1992) also postulated that individual 
differences may directly influence auditors' ethical behaviour. This is 
reinforced by Trevino (1987，p. iii): 
Differences in individuals influence the way people regulate 
their own behavior through their cognitive interpretation of 
ethical dilemma situations. 
As suggested, individual differences may directly affect ethical 
behaviour. However, these individual differences may interact with the 
cognitive process to affect the decision making task. Brady and Hatch 
(1992) identified individual characteristics, such as locus of control, that 
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could interact with the cognitive process to affect ethical behaviour. 
They also posited that the influence of these factors can be so significant 
as to determine ethical behaviour irrespective of the cognitive process 
thus suggesting a direct relationship between, for example, locus of 
control, and ethical decision making behaviour. Based on previous 
literature, two significant individual differences variables^ including 
personality and cognitive style that could affect ethical behaviour are 
discussed below: 
4.4.2.1 Locus of Control 
Locus of control has long been identified as one of the most 
significant variables in predicting behaviour (Robbins 1989). In recent 
years, there has been a surge of interest on the effect of locus of control 
on the way in which managers solve problems and make decisions. It 
has also been studied in a variety of decision making situations (for 
example, budget participation, Brownell 1981; 1982). The construct of 
locus of control is described as distributing individuals according to the 
degree to which they accept personal responsibility for what happens to 
4 One of the most important characteristics of scientific research is parsimony. This 
characteristic explains the fact that only the most significant and relevant variable(s) 
that could explain the largest amount of variance on the dependent variable should be 
included in scientific testing (Kerlinger 1986). This supports the notion that there 
could be so many other individual differences variables that could be included. 
However, only the most significant and relevant ones are included for testing in this 
study. 
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them (Rotter, Seeman and Liverant 1962). As a general principle, 
Lefcourt (1966，p. 207) referred to locus of control as: 
internal control refers to the perception of positive and/or 
negative events as being a consequence of one's own actions 
and thereby under personal control; external control refers 
to the perception of positive and/or negative events as being 
unrelated to one's own behaviors in certain situations and 
therefore beyond personal control. 
In addition, MacDonald also defined locus of control in a similar 
way (1976, p. 176): 
".the extent to which persons perceive contingency 
relationships between their actions and their outcomes. 
Persons who believe that they have some control over their 
destinies are called，internals，； that is, they believe that at 
least some control resides within themselves.，Externals，on 
the other hand, believe that their outcomes are determined 
by agents or factors extrinsic to themselves，for example, by 
fate, luck, chance, powerful others or the unpredictable. 
In essence, internals are defined as individuals who believe that 
outcomes are the consequences of their own efforts whereas externals 
believe outcomes are consequences of fate and luck (Rotter 1966). 
In three laboratory experiments conducted by Hegarty and Sims 
(1978; 1979)，the effects of locus of control on ethical decision making 
were examined. Hegarty and Sims (1978; 1979) found that externals 
were less ethical than internals. Lefcourt (1982) also found that locus of 
control is related to some forms of moral behaviour such as cheating, 
resistance to external pressure, willingness to harm others if told by 
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authority figure, whistleblowing and helping behaviour^. 
In another study, Trevino (1987) explicitly tested for the 
relationship between locus of control and ethical behaviour in business. 
It was found that internals were more ethical than externals and were 
more frequent in making ethical decisions than externals. Her study 
concluded that the most powerful explanatory variables are the two 
individual influences variables, locus of control and cognitive moral 
development, accounting for 24% of the variance (almost one half of the 
explained variance) on the dependent variable, overall committed 
ethicality score. However, locus of control is seen as the major 
explanatory variable because the results were significant for the three 
overall cases whereas cognitive moral development only led to significant 
results in one of the three cases (Trevino 1987). These studies found that 
internals are more likely to do what they think is morally right. Since 
internals regard themselves to be in charge of their own fate, they should 
be expected to take more responsibility for their own decisions and 
consequences and thus rely on their own determination of right and 
wrong to guide ethical behaviour. This empirical evidence supports 
5 External fifth-graders are more likely to cheat than internals (Johnson and Gormly 
1972). Other research studies have also found that internals were more likely to help 
others even if they were penalised in doing so (Midlarski 1971). 
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Trevino's proposition that this personality characteristic, locus of control, 
"holds promise in explaining ethical behaviour" (1986，p. 610). 
The above evidence suggests a relationship which is tested by the 
following null hypothesis: 
HO2： LOCUS of control (internal vs external) has no 
effect on the auditor's response to accede to 
client's request in an audit conflict situation. 




Locus of Control > Auditor's Response to 
Accede to Client's Request 
4.4.2.2 Locus of Control and Moral Reasoning 
It should be noted that the interactionist perspective to the study of 
human behaviour is not new and has a long tradition in psychology. The 
notion that one should not study personality effects in isolation but as a 
variable that interacts with other variables to affect decision making is 
well recognised (Endler and Magnusson 1976; Anastasi 1976; Epstein 
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1983). The two preceding hypotheses examine the direct relationship 
between locus of control and moral reasoning on the dependent variable. 
However, as suggested earlier, it is also possible that these two variables 
may interact to affect ethical behaviour. 
More interestingly, Trevino (1986) posited that internals will be 
more consistent between moral judgement and moral behaviour than 
externals. The significant influence of locus of control and cognitive 
moral development found in Trevino，s (1987) study supported the notion 
that individuals in organisations bring to the situation certain propensities 
to act. Alker and Poppen (1973) also found that internals were more 
likely to use post-conventional moral reasoning in Kohlberg's Moral 
Judgement Interview than externals. However, Bloomberg (1974) did not 
find support for the above relationship when moral judgement is 
measured by DIT. Based on the interactionist perspective as suggested 
by Trevino (1986) and the evidence in the literature (for example, 
Trevino 1987)，both locus of control and moral reasoning may interact 
to affect ethical behaviour. More specifically, as argued earlier that 
personality is relatively more stable, moral reasoning is expected to be 
the moderator variable in the relationship between locus of control and 
auditors' ethical decision making. To test this relationship, the following 
null hypothesis is set up for testing: 
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Ho3: There is no interactive effect between locus of 
control (internal vs external) and P score on the 
auditor's response to accede to client's request 
in an audit conflict situation. 






Locus of Control > Auditor's Response to 
Accede to Client's Request 
4.4.2.3 Cognitive Style 
The dimension field dependence/ field independence of cognitive 
style is selected for this study as it has been the focus of interest of 
several accounting research studies (for example, Lusk 1973; Benbasat 
and Dexter 1979; 1982; Gul 1984). Cognitive style is defined as the way 
individuals receive, store, process and transmit information (Pratt 1980). 
This field dependence/independence dimension was identified by Witkin 
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(1974) as relevant in understanding individuals' perception of ambiguous 
stimuli. Goodenough (1976) defined field independence as "the ability 
to overcome embedding context in perceptual functioning and it is 
considered to be the analytical aspect of an articulated mode of field 
approach" (p. 675). Field dependent individuals are seen to employ a 
more global mode of field approach whereas field independent ones 
would use a more articulated mode of field approach (Witkin and 
Goodenough 1981). The articulated mode of field approach is 
characterised by the emphasis on detail whereas the focus of the global 
mode is on the overall organisation of the field. In terms of problem 
solving, field independent individuals would show greater ability to 
separate an object or phenomenon from its environment than field 
dependent ones (Henderson and Nutt 1980). In general, this perceptual 
differentiation has been shown to be related to a wide variety of human 
behaviour (Witkin and Goodenough 1977; Gul 1990). 
Witkin and Goodenough (1977) found that field dependent 
individuals are relatively more receptive to ambiguous information and 
situations than field independent ones. In the accounting context, Lusk 
(1973) found that given a free choice to select to invest in two 
companies, field independent individuals selected to invest in companies 
with annual reports presented in a relatively non-global and articulated 
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form whilst field dependent individuals selected to invest in companies 
with annual reports presented in a global, unarticulated form. Gul (1984) 
also reported that field independent individuals are less confident in 
judgement accompanied by ambiguous information. This evidence 
suggests that field independent individuals react differently than field 
dependent ones under ambiguous situations. 
More specifically, Witkin and Goodenough (1977) suggested that 
in an ambiguous situation, such as in an ethical conflict, field dependent 
individuals would make greater use of external social referents to guide 
their behaviour than field independent individuals who are more 
autonomous. Intuitively, it is possible to posit that there is a higher 
likelihood that field independent auditors who are more autonomous and 
less affected by external social referents would be less likely to accede 
to client's request in an audit conflict situation and thus behave more 
ethically than field dependent auditors. The above thus suggests the 
following null hypothesis: 
Ho4： Cognitive style (field dependence vs field 
independence) has no effect on the auditor's 
response to accede to client's request in an audit 
conflict situation. 




Cognitive Style > Auditor's Response to 
Accede to Client's Request 
4.4.2.4 Cognitive Style and Moral Reasoning 
As an individual progresses from one stage of cognitive moral 
development to another, he is less dependent on outside influences in 
determining what is right or wrong. Once an individual has reached 
post-conventional level, he relies on his own self principles to make his 
moral judgement. Since field independent individuals are more 
autonomous and less dependent on outside social referents in an 
ambiguous situation such as in the audit conflict decision, it is likely that 
the field dependence/independence dimension of cognitive style may 
interact with cognitive moral development to influence auditors' ethical 
behaviour. Based on similar reasoning for the interactive relationship 
between locus of control and moral reasoning, it is also likely that 
cognitive style can interact with moral reasoning to affect auditors' ability 
to resist management pressure. Moreover, as argued in Section 4.4.2.3 
(Ho4)，cognitive style is also treated as the main variable with moral 
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reasoning as the moderating variable^ The following null hypothesis is 
set up for testing this relationship: 
Ho5： There is no interactive effect between cognitive 
style (field dependence vs field independence) 
and P score on the auditor's response to accede 
to client's request in an audit conflict situation. 






Cognitive Style > Auditor's Response to 
Accede to Client's Request 
4.4,3 Contextual Factor 
Since ethical behaviour takes place in situational contexts, it may 
6 This is considered to be appropriate as there is no strong empirical support for the 
notion that moral reasoning should be treated as the primary independent variable. 
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be influenced heavily by contextual factors. As early as 1928, 
Hartshorne and May found contextual factors to be more influential in 
affecting ethical behaviour than individual and personality traits. This 
viewpoint has a long tradition in psychology and sociology. For 
example, theories such as Skinner's (1969) reinforcement theory? and 
Bandura's (1971) social learning theory^ emphasised the importance of 
contextual variables in explaining ethical behaviour. Research using 
surveys and laboratory experiments have found evidence to support the 
notion that contextual factors such as increased competitive pressure, lack 
of reinforcement, peer behaviour and management's results orientation 
significantly influenced unethical behaviour (Hegarty and Sims 1979; 
Zey-Ferrell, Weaver and Ferrell 1979; Trevino, Sutton and Woodman 
1985). In a recent article, Lampe and Finn (1992, p. 35)，for example, 
explicitly recognised that in an accounting ethical judgement context: 
...auditors must gather, evaluate, and combine numerous 
professional and situational variables. 
In accounting, auditors face pressure frequently such as external 
competition and the economic dependence on those clients who constitute 
a significant size of the overall revenues of the CPA firm in terms of 
7 Skinner's (1969) reinforcement theory postulates that individual ethical behaviour is 
a result of manipulating contextual variables e.g. rewards and punishment. 
8 Bandura's (1971) social learning theory emphasises the importance of individuals' 
learning of ethical behaviour through observing others and its consequences. 
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audit fees. These contextual factors could mitigate any attempt by the 
profession to enforce ethical conduct through its Code of Professional 
Conduct. The following section explains the reasons why size of audit 
fees is included as the contextual variable in this study^ 
4.4.3.1 Size of Audit Fees 
Size of audit fees is identified as an important contextual variable 
in the auditor independence literature. This assertion is confirmed by 
Ponemon and Gabhart (1993，p. 1) who suggested that "the ethical reality 
of most accounting or auditing practitioners is guided by two major (and 
often conflicting) factors - namely, professional responsibility and the 
economic needs of the firm". Farmer, Rittenberg and Trompeter (1987) 
also emphasised that there exists economic dependence of the auditors on 
clients and as a result, the relationship should be closely monitored. On 
the other hand, Ponemon and Gabhart (1993) further stated that 
accountants are supposed to maintain a position of strict objectivity and 
independence and yet their relationship with clients is dictated by the fees 
they collect for services rendered. In addition, these accountants need to 
balance the risk of losing the client and the risk of legal liability if they 
fail to uphold high ethical standards in their professional practice 
9 There are other contextual factors identified in the literature as important. However, 
size of audit fees is recognised as the most relevant one as it is most closely related 
to the notion of risk, in this case, the risk of losing a client. 
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(Ponemon 1990). In essence, accountants have to balance independence 
and ethical conduct with economics. 
For many CPA firms, the amount of fees generated by a single 
client through attestation activities, consulting and tax services can 
amount to significant proportion of total revenues. As a result, such 
clients are very important to the success of the CPA firms concerned. 
Therefore, if a client is important for the firm because it represents a 
significant part of the firm's overall revenues, it is seen to be very risky 
for the auditor to jeopardise the relationship and suffer the loss of such 
clients. On the other hand, if the client's total fees do not constitute a 
significant portion of the firm's overall revenues, it is likely that the 
auditor would stand firm on his principles including ethical ones. This 
is consistent with the notion put forth by DeJong and Smith (1984) that 
auditors would focus on short term economic gains in terms of immediate 
revenues for the CPA firms rather than long term benefits such as 
reputation of the CPA firms. When the audit fees represent a significant 
portion of total revenues for the CPA firm, auditors acting as agents for 
the shareholders would tend to shirk and accede to the management's 
request because of self-interests in terms of economic gains. 
As early as 1978, the AICPA Cohen Commission stressed that size 
of audit fees is an important independence-related issue. It is less likely 
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that the auditor is perceived to be independent if the size of audit fees 
generated from the client is significant relative to the overall CPA firm 
revenues. A number of empirical studies have found that size of audit 
fees is one of the factors that affects third party perceptions of auditor 
independence in an audit conflict situation (Shockley 1982; Knapp 1985; 
Gul 1991; Gul and Tsui 1992). In particular, Gul (1991) found that size 
of audit fees is a major explanatory factor in influencing third party 
perceptions of auditors' ability to resist management pressure in audit 
conflict situations independent of other factors such as management 
advisory services, competition and size of audit firms which have been 
found to be significant in other studies. This is because size of audit fees 
variable by itself explained nine percent of the variation in bankers' 
perceptions of auditors' ability to resist management pressure, the highest 
percentage compared to all the other three variables, namely, MAS, 
competition and size of audit firms. 
Auditor independence in fact (as opposed to third party 
perceptions) may also be compromised in a situation in which the audit 
firm depends upon the client firm for a significant proportion of total fees 
(Gul 1991). Whether size of audit fees is a significant variable in 
affecting auditor independence is an unanswered empirical question. 
Thus, it is interesting to test whether the contextual variable, size of audit 
134 
fees (significant or insignificant as compared to the CPA firm's overall 
revenues) influences the auditor's response in acceding to client's request 
in an audit conflict situation. The following null hypothesis is set up to 
test this relationship: 
Ho6: Size of audit fees has no effect on the auditor's 
response to accede to client's request in an audit 
conflict situation. 
The alternate hypothesis is portrayed in Figure 4.8. 
Figure 4.8 
Ha6 
Size of Audit Fees > Auditor's Response to 
Accede to Client's Request 
4.4.3.2 Size of Audit Fees and Moral Reasoning 
In the context of moral judgement, Trevino (1992，p. 450) 
recognised that "moral reasoning is thought to be a distinct cognitive 
domain that can be influenced through interaction with one's 
environment". She has also suggested that contextual factors such as 
obedience to authority may constrain and limit managers' moral reasoning 
capacity. Since auditors are trained to abide by the Professional Code of 
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Conduct, such rule orientation and obedience to authority may have 
inhibited their moral reasoning capacities to be further developed. As 
suggested by Trevino (1992) and the theoretical model (Figure 2.3 
Chapter Two), the contextual variable may moderate the moral 
reasoning/auditor's response in an audit conflict situation relationship. 
It is therefore possible that auditors at higher levels of moral reasoning 
will be less likely to be influenced by contextual factors such as size of 
audit fees in their ethical behaviour. In order to test for the interacting 
effect between moral reasoning and size of audit fees on auditors' ethical 
decision making, the following null hypothesis is set up for testing: 
Ho7： There is no interactive effect between size of 
audit fees and P score on the auditor's response 
to accede to client's request in an audit conflict 
situation. 
The alternate hypothesis is portrayed in Figure 4.9. 
Figure 4.9 
Ha7 
Size of Audit Fees 
P Score V 
(Moral Reasoning) > Auditor's Response to 
Accede to Client's Request 
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4.4.3.3 Size of Audit Fees and Individual 
Differences 
In an attempt to understand auditors' ethical behaviour in 
accounting practice, one cannot focus on any single factor such as 
individual differences, contextual variables or the cognitive process. In 
particular, Trevino (1986，p. 602) recognised this and argued that: 
the individual's cognitive moral development stage 
determines how an individual thinks about ethical dilemmas, 
his or her process of deciding what is right or wrong in a 
situation. However, cognitions of right and wrong are not 
enough to explain or predict ethical decision-making 
behavior. Additional individual and situational variables 
interact with the cognitive component to determine how an 
individual is likely to behave in response to an ethical 
dilemma. 
Trevino (1986) posited that if situational influences are strong, the 
influence of individual differences in affecting ethical behaviour may be 
correspondingly reduced. Similarly, it is likely that size of audit fees 
could interact with individual differences to affect auditors' ethical 
behaviour. 
More interestingly, Rotter (1966) also argued that the personality 
variable such as locus of control is considered as a stable construct 
(Ashkanasy 1985，p. 1328). Based on the above suggestion and 
argument that personality, cognitive style and moral reasoning are 
considered relatively more stable for an individual, the situational 
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variable, size of audit fees in this particular context, may be considered 
as the moderating variable. In other words, size of audit fees may have 
a contingent effect on the relationship between individual differences 
variables (locus of control and cognitive style) and the dependent 
variable. Gul (1987) was one of the few researchers who found that 
cognitive style interacted with information on MAS to affect third party 
perceptions of auditor independence. Given the limited theoretical 
literature on the possible interactive relationship between the three 
categories of variables, namely contextual factors, individual differences 
and moral reasoning on ethical behaviour, the following null hypotheses 
are tested to explore their relationships. The first two null hypotheses 
focus on the possible interaction between either a personality variable, 
locus of control, or cognitive style and the situational variable, size of 
audit fees on the dependent variable. 
Ho8： There is no interactive effect between locus of 
control (internal vs external) and size of audit 
fees on the auditor's response to accede to 
client's request in an audit conflict situation. 




Size of Audit Fees 
V 
Locus of Control > Auditor's Response to 
Accede to Client's Request 
Ho9： There is no interactive effect between cognitive 
style (field dependence vs field independence) 
and size of audit fees on the auditor's response 
to accede to client's request in an audit conflict 
situation. 
The alternate hypothesis is portrayed in Figure 4.11. 
Figure 4.11 
HA9 
Size of Audit Fees 
V 
Cognitive Style > Auditor's Response to 
Accede to Client's Request 
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4.4.3.4 Moral Reasoning, Individual Differences 
and Size of Audit Fees 
It is also necessary to consider the joint effects of individual 
differences, moral reasoning and contextual factors on ethical behaviour 
(Higgins, Power and Kohlberg 1984). In other words, it is possible that 
the effects of locus of control (or cognitive style) on the dependent 
variable may be different depending on both moral reasoning and size of 
audit fees. A test of three-way interaction implies that the two-way 
interaction between locus of control (or cognitive style) and moral 
reasoning on auditors' decision making will depend on size of audit fees. 
Recall that this was implied in Figure 4.2 discussed earlier in this chapter 
and the discussions regarding the potential role of each of the variables 
including the two-way interaction on auditors' ethical behaviour. It is 
therefore worthwhile to explore the possibilities of a three-way 
interaction. The last two hypotheses test these possible interactions 
between each of the three separate categories of variables as identified in 
the empirical model for auditors' decision making in Figure 4.2. 
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Holo: There is no interactive effect between locus of 
control (internal vs external), P score and size 
of audit fees on the auditor's response to accede 
to client's request in an audit conflict situation. 
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V 
Locus of Control > Auditor's Response to 
Accede to Client's 
Request 
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Hon： There is no interactive effect between cognitive 
style (field dependence vs field independence), 
P score and size of audit fees on the auditor's 
response to accede to client's request in an audit 
conflict situation. 




(Moral Reasoning) Size of Audit Fees 
V 
Cognitive Style — > Auditor's Response to 




This chapter discussed the dependent variable, auditors' ethical 
decision making behaviour which is operationalised in terms of a decision 
making task in an audit conflict situation. Based on conflict theory, it 
was pointed out that any compromise by the auditor in an audit conflict 
situation constituted an ethical dilemma. Second, modifications were 
made to the theoretical model with proposed relationships for testing in 
the empirical model. Third, the independent variables, moral reasoning, 
individual differences and contextual variables were described along with 
their possible interaction on the dependent variable. The relationship 
between moral reasoning and ethical behaviour was also established for 
developing the hypotheses. On the basis of the theoretical and empirical 
models, a total of eleven hypotheses were presented for empirical testing 
including main effects and two- and three-way interaction effects on the 
dependent variable. The next chapter discusses the methodology adopted 





The main focus of this chapter is on the research methodology 
adopted for this study. A field experiment is considered to be most 
appropriate for studying the factors that impinge on auditors' ethical 
behaviour in an audit conflict situation because it combines realism while 
emphasising high internal validity. The dependent variable is 
operationalised through the use of an adapted auditor-management 
conflict case. There are three separate categories of independent 
variables. Moral reasoning is measured using the Defining Issues Test 
(Rest 1986a). The two individual differences variables include locus of 
control measured using Rotter's (1966) Social Reaction Inventory and 
cognitive style measured using the Group Embedded Figures Test 
(Witkin, Oltman, Raskin and Karp 1971). The contextual variable, size 
of audit fees, is manipulated by giving the subjects information of two 
discrete levels of audit fees, significant versus insignificant size of audit 
fees as compared to the CPA firm's overall revenues. A representative 
sample of ninety-eight auditors from Big Six and Non-Big Six CPA firms 
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is obtained as subjects for this field experiment. Each subject is 
requested to complete the research instruments entitled Auditors' Decision 
Making Questionnaire. They consist of four components namely Audit 
Decision, Group Embedded Figures Test, Social Opinion Survey (with 
a Chinese version) and Personality Characteristics Test. A sample of 
auditors is administered the Debriefing Questionnaire. The entire set of 
research instruments was scored by hand. 
5.2 FIELD EXPERIMENT 
A field experiment is defined as a research study conducted in a 
realistic setting so that one or more independent variables can be 
manipulated by the researcher under as carefully controlled conditions as 
circumstances permit (Kerlinger 1986). The strength of the field 
experiment lies predominantly in its realism. It takes place in a natural 
environment. As Abdel-khalik and Ajinkya (1979) suggested, the field 
experiment is an "attempt to capture more of the realism of actual 
settings in order to improve the strength of experimental effects" (p. 44). 
Thus, it is suggested that field experiments are powerfiil because the 
researcher has greater confidence that the relations under investigation are 
what he says they are. Realism also increases the strength of the 
variables. The principle is: "the more realistic the research situation, the 
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stronger the variables" (Kerlinger 1986，p. 370). It leads to greater 
external validity. The more realistic the setting in which the experiment 
is conducted, the more valid are the generalisations. A field experiment 
also allows manipulation of treatment variables as well as control for 
extraneous factors in a realistic setting (Campbell and Stanley 1963). It 
attempts to achieve a high degree of internal validity while maximising 
external validity so as to enable inferences on the relationships between 
the independent and dependent variables to be made. Another virtue of 
field experiment is "their appropriateness for studying complex social and 
psychological influences, processes, and changes in lifelike situations" 
(Kerlinger 1986，p. 370). Since this study involves both social and 
psychological influences and processes in a real life context such as 
professional accounting, a field experiment is particularly suitable. It is 
also well recognised that field experiments are most appropriate for the 
testing of theories and obtaining answers to practical problems (Kerlinger 
1986; Abdel-khalik and Ajinkya 1979). 
After recognising the advantages of a field experiment, it is also 
necessary to consider its major weaknesses as well. They are the ex post 
facto nature of the experimenter, the potential influence of other 
independent variables and the possible lack of precision in measuring the 
field variables (Kerlinger 1986). In real settings, the researcher's bias 
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can occur while conducting the field experiment and interpreting the 
results. In a field experiment, there always exists a great deal of random 
and systematic noises that are caused by other extraneous independent 
variables. In these circumstances, the researcher should attempt to 
measure the dependent variable as precisely and accurately as possible so 
as to pick up the variance engendered by the independent variables. 
Since the main objective of this study is to request subjects to make 
decisions in their realistic professional setting, a field experiment is 
therefore the most appropriate context for testing the hypotheses. 
Research instruments are thus administered in the premises where the 
participants work. This experimental approach is considered to be most 
apt for this study because it gives the participants a "reality sense" 
whereby audit decisions are normally made in their professional office 
setting. Such sense of realism is seen to contribute to external validity 
whereby the more realistic the experimental situation, the greater the 
generalisability is to other samples and other settings. This also ensures 
an adequate response rate in which the respondents are requested to 
complete the research instruments in the presence of the researcher. In 
particular, it is to the researcher's advantage to be able to observe 
important behaviours such as the conscientiousness of the participants and 
the time taken by the participants in completing the research instruments. 
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5.3 MEASUREMENT OF VARIABLES 
There are four independent variables and one dependent variable 
as shown in the empirical model for auditors' ethical decision making in 




Summary of the Measurement of Variables 
Variables Measurement Source Nature 
Moral Reasoning (MR) Defining Issues Test (Rest 1986a) Continuous 
Locus of Control (LC) Social Reaction Inventory (Rotter 1966) Continuous 
Cognitive Style (CS) Group Embedded Figures Test (Witkin, 
Oltman, Raskin and Karp 1971) Continuous 
Size of Audit Fees (SF) Subjective Manipulation Nominal 
1 as Insignificant 
0 as Significant 
Auditor's Response (AR) Audit Decision case Continuous 
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5.3,1 Dependent Variable 
The dependent variable is operationalised through the use of an 
adapted version of the auditor-management conflict case developed by 
Knapp (1985) and used by Gul (1991) to study the ability of auditors to 
resist client pressure in audit conflict situations ^  The case describes a 
dispute which has arisen between the auditor and the client management. 
The dispute is over the materiality of certain unrecorded liabilities. The 
client management argued that the total amount of unrecorded liabilities 
is immaterial and it is not necessary to make adjustments in the financial 
statements. However, the auditor considered that the amount is material 
and adjustments should be made. A continuous scale from 0-100% is 
used to measure the extent to which the auditor would ignore the 
unrecorded liabilities as requested by management. A lower likelihood 
that the auditor would ignore the unrecorded liabilities, the lower is the 
extent to which he will accede to client's request. Conversely, the higher 
the likelihood that the auditor would ignore the unrecorded liabilities, the 
greater is the extent to which he will accede to client's request. The 
auditor is deemed to be relatively more independent in the first case than 
1 Preliminary discussions and pilot-testing with a group of auditors indicated that given 
the number of independent variables to be measured, a short case rather than a long 
case or several short cases was clearly preferable because of time constraints. It was 
indicated that any increase in the length of the case may jeopardise response rate and 
result in a threat to internal validity such as maturation. 
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in the second case. Such an indirect approach is necessary in order to 
overcome demand effects and social desirability effects which are 
prevalent in social sciences research, in particular in such a value-laden 
topic as auditors' ethical decision making (Snowball 1979; Trevino 1987). 
5.3.2 Moral Reasoning 
The most widely used, objective, valid and reliable psychometric 
instrument in the field of moral psychology known as the Defining Issues 
Test (DIT, Rest 1986a) is used to measure the participants' cognitive 
moral development level�. The DIT has been validated in over 500 
studies in every state in the USA and from over 20 countries outside of 
USA (Rest 1986a). Test-retest reliability is generally in the high 0.70s 
or 0.80s. Alpha Cronbach is also in the high 0.70s as well. Rest 
believed that Alpha Cronbach should be considered a lower bound to 
reliability rather than an estimate because the stories are factorially 
complex and are not equivalent across them. Rest (1979a) has also 
validated the DIT in a number of ways including predictive validity (p. 
96-97), face validity (p. 98), criterion group validity (p. 107-126)， 
longitudinal change studies (p. 126-145)，convergent-divergent validity 
2 The Moral Judgement Interview developed by Colby and Kohlberg (1987) is also 
recognised as one of the reliable and valid instruments to measure cognitive moral 
devdopment. However, the DIT is adopted in this study because it is ^ objective 
recognition instrument which is considered more scientific, valid and reliable. 
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(p. 146-200), experimental enhancement studies (p. 204-214) as well as 
discriminant validity (p. 201-203). 
The DIT is based on similar premises as Kohlberg's Cognitive 
Moral Development theory. Rest recognised the similarity (1979b, p. 
5.1-5.2): 
The DIT research is based on Kohlberg's developmental 
theory, and the characterization of the stages assumed in the 
DIT is basically Kohlberg's...The DIT does not give scores 
strictly equivalent to Kohlberg's test. 
The DIT is also seen by accounting researchers such as Ponemon and 
Gabhart (1990) as consistent with Kohlberg's stage-sequence model 
(Kohlberg 1969; Rest 1979a). 
To better understand ethical behaviour in a practical audit conflict 
situation, analyses of the possible moral responses that relate to each of 
the stages in accordance with Kohlberg's stage-sequence model are 
discussed below: 
. The pre-conventional accountant would be concerned 
with avoiding punishment (stage 1) or pursuing one's 
own self- interests (stage 2). He is not cognizant of 
differences among individuals. For the accountant at 
stage 1，he would consider the risks of getting caught 
in the act of improper conduct or the penalty arising 
from violating the professional rules. If the risks of 
getting caught, for example, by the Disciplinary 
Committee of the accounting profession are low or if 
the penalty from the authority is considered minor or 
insignificant, then it is very likely that the accountant 
would accede to the client's requests. For a stage 2 
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accountant, he would accede to the client's request if 
the personal gains are substantially greater than any of 
the above perceived risks. Personal gains can be in the 
form of bonus from the CPA firms through good 
client relationships (agreeing to the client's request). 
. The conventional accountant feels obliged to be a 
good person and wishes to maintain rules and 
authority that supports good behaviour. At stage 3， 
the accountant needs to be a good professional in the 
eyes of fellow accountants, the client and the 
profession as a whole. In this audit conflict situation, 
a stage 3 accountant might not accede to the client's 
request in order to uphold approval from colleagues. 
On the other hand, if colleagues collectively approve 
such agreement to the client's request, the accountant 
might be morally obliged to agree to the client's 
request on that rationale. A stage 4 accountant extends 
such good behaviour in terms of a broader context, 
i.e. from societal，s point of view rather than from 
one's personal motives. In this professional context, 
a stage 4 accountant would adhere to rules of 
professional conduct promulgated by the profession. 
He would feel a need to abide by the profession's 
code of conduct i.e. to act independently without 
acceding to the client's request. By the same token, 
a stage 4 accountant might accede to the client's 
request because the interests of the CPA firm could be 
at stake. 
• The post-conventional accountant would follow one's 
own self-chosen principles. In most cases, these self-
chosen principles are consistent with laws or social 
agreements. If these rules or agreements violate the 
self-chosen principles, the latter prevail. For a stage 
5 and 6 accountant, he may choose not to accede to 
the client's request because his self- chosen principle 
such as maintaining his personal integrity would be 
consistent with the profession's rules of conduct and 
the obligation to society to act ethically. 
153 
Evidence that Kohlberg's model of stage-sequence theory is 
applicable to audit role conflicts was provided by Ponemon (1990) who 
found that there is consistency of stage responses made by the subjects 
in audit role conflict cases and the abstract social hypothetical dilemmas 
as used in the DIT. This overcame many doubts in the minds of 
researchers that accountants working in an accounting and auditing 
environment would resolve ethical conflicts having real life consequences 
in a different manner. Therefore, it is justifiable on empirical grounds 
to use hypothetical social dilemmas (for example, those scenarios in DIT 
or Moral Judgement Interview, MJI) to gain insights into the ethical 
cognitive process of accountants and auditors. From the DIT, the P 
score is used to measure the relative importance on stages five and six 
moral reasoning. It is not appropriate, based on the P score from the 
DIT, to strictly determine which stage an individual is in. However, 
Rest (1979a) considered the P score to be a good measurement surrogate 
in locating a subject along the underlying developmental continuum as 
represented by the stages of development. Ponemon (1993) also 
supported the above argument by stating (p. 12): 
• ••since the stage-sequence model is developmental and 
sequential, a higher P score indicates a lower percentage of 
stage 1 through 4 response. 
Effectively, the P score is recognised as the median representation of 
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higher order moral reasoning. It measures the extent of higher order 
reasoning that an individual utilises. As Ponemon and Gabhart (1990, p. 
248) state: 
The P score can be thought of as the individual，s utilization 
of the highest order of ethical cognition; that is, when the P 
score approaches 100 percent, an individual's ethical 
cognition approaches stage six of the Kohlberg stage-
sequence model. Consequently, lower P scores are 
analogous to lower stages of development. 
Rest justified the continuous measure of moral reasoning rather 
than a discrete stage and made the following point (Rest 1979a, p. 63): 
The notion that a person either has or has not a stage is 
wrong. The manifestations of certain thought organization 
is not an all-or-nothing matter...The question of 
developmental assessment should not be what stage is a 
person in? But rather, to what extent and under what 
conditions does a person manifest the various types of 
organizations of thinking. 
In addition, Rest also pointed out that the developmental assessment is 
also probabilistic and the manifestation of a particular moral structure in 
a particular set of tasks only gives a probabilistic indication that the same 
structure would be expressed in other sets of tasks. Though such a 
continuous measure is seen to be a departure from the discrete form of 
measurement based on Kohlberg ' s theory, it is considered acceptable on 
the basis of the above arguments. 
The DIT requires participants to analyse six hypothetical moral 
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dilemmas, namely Heinz and the Drug, Escaped Prisoner, Newspaper, 
Doctor's Dilemma, Webster and Student Take-over. These six dilemmas 
are all presented in the hypothetical third person to allow the participants 
to respond independently. There are no correct answers to any question. 
Instead, each dilemma requires the participants to indicate a course of 
action namely, "yes", "no", or "can't decide". In each dilemma, the 
participants are given twelve statements requiring them to rate each one 
as to its importance upon the resolution of the above course of action in 
terms of "great, much, some, little or no importance". Each response 
represents the typical mode of thinking relating to one of Kohlberg's six 
stages of moral development. Then the participants ranked order those 
four items that are most significant in influencing the resolution of each 
dilemma. 
The major index of the DIT, the P score, is used to measure the 
relative importance the participants give to principled^ moral 
considerations i.e. aggregating the weightings given to questions in stages 
five and six. In scoring the DIT, a weighting of the scale from 4 points 
being the most important to 1 as least important is given. All the other 
responses are ignored. In accordance with the solution which specifies 
3 The use of the term principled is synonymous with post-conventional level of moral 
reasoning. 
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those questions corresponding to stages five and six, the points allocated 
to those questions identified as representing stages five and six are 
aggregated and the sum total is divided by the number of dilemmas used 
to derive the P score (Rest 1986b). 
There exists a shorter version of the DIT which consists of three 
stories: Heinz, Prisoner and Newspaper. Rest (1990) recommended the 
use of only those stories which are appropriate rather than adhere to the 
stories suggested by the shorter version. However, the more stories 
being used, the better it is because more stories yield more reliable 
measurement. In this study, a four-story version was used because the 
other two stories are considered too specific for Western cultures (Ma 
1988). They are namely: Mr. Han and the Drug, Escaped Prisoner, 
Doctor's Dilemma and Mr. Wai Tse Ming. These four stories are 
adapted from the original six story version. The order of appearance of 
each of these four stories is also randomised when the DIT is distributed. 
In this study, the subjects were administered the English version of the 
DIT even though their first language (in most cases) is not English. It 
is considered appropriate in these circumstances because these subjects 
are qualified accountants and are well versed in English/ 
4 Those participants who can understand Chinese were also given the translated Chinese 
version (Ma 1988) as a reference. 
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5.3.3 Locus of Control 
Locus of control is measured using Rotter's Social Reaction 
Inventory (1966) 23 item forced-choice scale, a widely accepted 
instrument to measure control. Internals are those who have low scores 
on the scale and externals are those who have high scores. Scores can 
range from 0 to 23. A review of the literature attests to its validity and 
reliability (Rotter 1966; Joe 1971; Strickland 1977). Joe (1971) 
presented an extensive coverage of data which generally supported the 
consistency of the construct across a wide variety of situations. He also 
reported low correlations between locus of control and a large number of 
other variables such as intelligence and political affiliation. 
Test-retest reliability of the score for a one-month period ranged 
from 0.60 to 0.83 whereas Harrow and Ferrante (1969) reported a six-
month test-retest reliability coefficient of 0.75. Other internal 
consistency test was in the high 0.60s (ranges from 0.65-0.79, Rotter 
1966). This is considered acceptable because the test measures broad and 
general characteristics over a variety of situations. Convergent validity 
was found to be satisfactory as it correlates well with other methods of 
assessing the same variable. 
5.3.4 Cognitive Style 
The most widely studied dimension of cognitive style in accounting 
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is the field dependence/independence dimension (for example, Lusk 1973; 
Benbasat and Dexter 1979; 1982; Gul 1984; 1990). K is measured on the 
basis of a paper and pencil test called the Group Embedded Figures Test 
(GEFT, Witkin, Oltman, Raskin and Karp 1971). In the test, individuals 
have to find simple figures hidden in complex designs. The simple figure 
is effectively a clear-cut sub-whole of the complex pattern. In order to 
locate the simple figure, it is necessary to break up the organised pattern 
to expose the figure (Witkin and Goodenough 1981). Individuals who 
have difficulty identifying the simple figure out of the complex design are 
classified as field dependent whereas those who find it relatively easy to 
overcome the influence of the complex design to locate the simple figure 
are classified as field independent. One point is given for each correct 
answer. There are a total of 18 complex designs which have to be 
completed in ten minutes. A trial run of two minutes occurred after the 
explanation of instructions was given with illustrated sample answers. 
Scores can range from 0 to 18. Those auditors with high scores are 
classified as field independent whereas those with low scores are field 
dependent. 
5.3.5 Size of Audit Fees 
The contextual variable was manipulated at two discrete levels by 
the inclusion of a few sentences describing whether size of audit fees was 
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significant (0) or insignificant (1) as compared to the overall CPA firm 
revenues. To test for the influence of size of audit fees on the audit 
decision, two versions of the audit decision in Part I were used. Version 
one stated that the client's audit fees constituted a significant proportion 
of the CPA firm's overall revenues whereas Version two stated that the 
client's audit fees constituted an insignificant proportion. The participant 
auditors are not aware of the fact that there are two versions of the audit 
decision. The distributions of versions one and two were randomised. 
A package was made available to the participants of this study comprising 
the auditor-management conflict case incorporating either one level of the 
contextual variable (either Version one or Version two) with all other 
information in the package being identical: the DIT, Rotter's locus of 
control questionnaire, the GEFT and the debriefing questionnaire. A 
copy of the research instruments is given in Appendices V and VI. 
5.4 SUBJECTS AND SAMPLE SIZE 
Since the subjects in this field experiment are required to make a 
decision on an auditor-management conflict situation, auditors with 
professional qualification and at least four years of audit experience5 are 
5 The contact partners and managers of CPA firms who participated in this experiment 
confirmed that in general auditors with four years of audit experience in Hong Kong 
would encounter and handle auditor-management conflict situations. 
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included in the population. As one of the constraints of this field 
experiment is concerned with the amount of time each subject has to 
devote to completing the questionnaire (approximately one hour), it is 
virtually impossible to select the subjects by random sampling. 
Therefore, the approach taken is to allow the contact managers and 
partners to randomly select the other qualified subjects in each of their 
firms to participate in this field experiment. 
To enhance external validity, a representative sample of CPA firms 
is selected, consisting of the Big Six and Non-Big Six firms in Hong 
Kong. A sample of 98 experienced auditors is obtained with eighteen 
found to have failed the consistency check on the DIT. Therefore, a 
sample of eighty was included for analysis. There were fourteen 
partners, four senior managers, twenty-nine managers, thirteen assistant 
managers, sixteen supervisors and four seniors. The detailed information 
on the position of the subject auditors is given in Table 5.2. The 
majority of the participants are qualified professional accountants^ 
6 There were three experienced auditors (with 5, 7 and 10 years of experience 
respectively) who were nominated by their firm's contact partners respectively. They 
werTrecommended to complete this questionnaire because they were considered to 
be very experienced and were in a position to make these judgements even though 
they were not professionally qualified. 
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Table 5.1 
Information on the Position of Auditors in the CPA Firms 
Respondent Position Title Respondent Position Title 
Code Number Code Number 
ROOl Partner R050 Manager 
R003 Deputy Manager R052 Partner 
R(X)4 Deputy Manager R053 Manager 
R005 Manager R054 Manager 
R006 Deputy Manager R055 Manager 
R008 Principal R056 Manager 
R(X)9 Manager R057 Manager 
ROlO Deputy Manager R059 Assistant Manager 
ROll Manager R060 Manager 
R012 Deputy Manager R061 Supervisor 
R013 Deputy Manager R062 Supervisor 
R014 Supervisor R063 Partner 
R015 Manager R065 Partner 
R016 Manager R067 Supervisor 
R017 Manager R068 Supervisor 
R018 Manager R071 Supervisor 
R019 Partner R072 Manager 
R020 Supervisor R073 Assistant Manager 
R021 Senior Manager R074 Partner 
R022 Partner R075 Partner 
R023 Partner R076 Manager 
R024 Senior Manager R077 Partner 
R025 Senior Accountant R078 Manager 
R026 Manager R079 Manager 
R027 Supervisor R080 Principal 
R028 Manager R081 Manager 
j^029 Manager R083 Assistant Manager 
R030 Manager R084 Supervisor 
R031 Manager R085 Assistant Manager 
R032 Manager R086 Supervisor 
R033 Supervisor R087 Supervisor 
R034 Manager R088 Manager 
R035 Manager R089 Assistant Manager 
R036 Senior Manager R091 Assistant Manager 
R037 Senior Manager 應 Supervisor 
R038 Partner 細 Supervisor 
R041 Experienced Senior R094 Supervisor 
R043 Experienced Senior R095 Partner 
R044 Experienced Senior R097 Assistant Manager 
R049 Manager R098 Supervisor 
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Fifty-six of the participants are male and twenty-four are female. 
The mean age is 31.56 (range from 26-47) and mean auditing experience 
is 8.38 (range from 4-28). The majority of the respondents came from 
Big Six CPA firms (51 out of 80). In terms of educational background, 
there were eight subjects with master degrees, fifty-seven with first 
degrees and fifteen without any degrees. A summary of demographic 
information of the respondents is given in Table 5.3. In addition, further 
analyses of independent and dependent variables by demographics are 




Demographic Information of Respondents 





2. Ethnic Background 
Native Chinese Speakers 56 
Non-Native Chinese Speakers 24 
^ 
3. Educational Background 
Degree Holder 65 
Non-degree Holder 15 
80 
4. Highest Qualifications Attained 
Professional Qualification 
Bachelor Degree ” 
Masters Degree 8 
5. Position in CPA Firms 
14 
Partner 
Senior Manager ^^ 
Manager ^ 





6. Category of CPA Firms 
Big Six 51 
Non-Big Six 29 
m 
SBB 
7. Gender by Position 
Male Female Total 
Partner 12 2 14 
Senior Manager 4 0 4 
Manager 22 7 29 
Assistant Manager 6 7 13 
Supervisor 10 6 16 
Senior 2 2 4 
% ^ 80 
8. Education by Position 
Professional 
Qualification Bachelor Masters Total 
Partner 5 7 2 14 
Senior Manager 0 3 1 4 
Manager 4 21 4 29 
Assistant Manager 2 11 0 13 
Supervisor 4 12 0 16 
Senior 0 3 1 4 
1 U J i 
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Table 5.1 
Analysis of Independent Variable By Demographics: 
Moral Reasoning 
Average 
DIT P Scores No. of Respondents 
1. By Gender 
Male 30.54 56 
Female 27.81 24 
m 
2. By Position in CPA Firms 
Partner 29.46 14 
Senior Manager 28.13 4 
Manager 31.55 29 
Assistant Manager 27.50 13 
Supervisor 28.59 16 
Senior 30.63 4 
80 
3. By Ethnic Background 
Native Chinese Speakers 28.30 56 
Non-Native Chinese Speakers 33.02 24 
m 
4. By Highest Qualifications Attained 
Professional Qualifications 31.33 15 
Bachelor Degree 30.09 57 
Masters Degree 24.06 8 
m 
5. By Category of CPA Firms 
Big Six ll'll 29 
Non-Big Six 30.43 ^^ i 
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Table 5.1 
Analysis of Independent Variable By Demographics: 
Cognitive Style 
Average 
Cognitive Style Scores No. of Respondents 
1. By Gender 
Male 13.59 56 
Female 14.83 24 
^ 
2. By Position in CPA Firms 
Partner 12.36 14 
Senior Manager 14.00 4 
Manager 13.34 29 
Assistant Manager 15.15 13 
Supervisor 15.19 16 
Senior 15.25 4 
3. By Ethnic Background 
Native Chinese Speakers 13.86 56 
Non-Native Chinese Speakers 14.21 24 
4. By Highest Qualifications Attained 
Professional Qualifications 12.80 15 
Bachelor Degree 14.81 51 
Masters Degree 10.13 8 
5 • By Category of CPA Firms 
Civ 14.16 M 
Non-Big Six 13.62 
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Table 5.1 
Analysis of Independent Variable By Demographics: 
Locus of Control 
Average 
Locus of Control Scores No. of Respondents 
1. By Gender 
Male 10.14 56 
Female 10.00 24 
m 
2. By Position in CPA Firms 
Partner 7.86 14 
Senior Manager 10.00 4 
Manager 10.34 29 
Assistant Manager 10.85 13 
Supervisor 11.56 16 
Senior 8.00 4 
面 
3. By Ethnic Background 
Native Chinese Speakers 10.46 56 
Non-Native Chinese Speakers 9.25 24 
4. By Highest Qualifications Attained 
Professional Qualifications 10.13 
Bachelor Degree 10.32 51 
Masters Degree 8.50 ^ 
m 
5. By Category of CPA Firms 
Big Six I f II 
Non-Big Six 10.34 ⑵ 
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Table 5.1 
Analysis of Dependent Variable By Demographics 
Average Score of 
Dependent Variable No. of Respondents 
1. By Gender 
Male 24.20 56 
Female 23.75 24 
m 
2. By Position in CPA Firms 
Partner 11.79 14 
Senior Manager 15.00 4 
Manager 26.72 29 
Assistant Manager 29.62 13 
Supervisor 28.13 16 
Senior 22.50 4 
3. By Ethnic Background 
Native Chinese Speakers 27.41 56 
Non-Native Chinese Speakers 16.25 24 
4. By Highest Qualifications Attained 
Professional Qualification 21.67 ^^ 
Bachelor Degree 25.88 ” 
Masters Degree 
80 
5 • By Category of CPA Firms 
Big Six 二 29 




A pilot test on the research instruments with ten auditors and 
eleven academics who are professional accountants and had prior auditing 
experience was first conducted prior to distribution in the field. It was 
clear that auditors preferred a shorter case for the dependent variable 
because of time constraints and the time taken to complete the 
instruments for the other independent variables. There were no major 
problems reported by the subjects in the pilot test. The subjects were 
asked their opinions regarding the DIT. They responded favourably 
concerning understandability and were also very interested in completing 
such a social opinion questionnaire. 
To conduct this field experiment, managers and partners of a 
number of CPA firms (Big Six and Non-Big Six) were approached. The 
nature of the experiment was explained to the contact partners and 
managers through a telephone call or initial visit. A follow-up session 
at the premises of the CPA firm was arranged to administer the research 
instruments. In most cases, participants were requested by their partners 
to attend lunchtime sessions to complete the research instruments. The 
participants were first addressed by the contact CPA partner who urged 
them to complete the instruments in a motivated manner. Participants 
were then briefed on the purpose of the study which was to study some 
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aspects of auditors' decision making. The instructions to each separate 
section were carefully explained with some time given for possible 
questions prior to completing the instruments. In most instances, the 
Group Embedded Figures Test was administered first as three separate 
timed sessions while allowing the participants to take as much time as 
desired for completion of the other questionnaires. Detailed instructions 
were given for the DIT and the Personality Characteristics Test (locus of 
control test). Subjects were told that the DIT is designed to collect their 
opinions about controversial social issues. It was emphasised that there 
were no correct answers to the DIT and that different people have 
different opinions. The average time taken for each administration was 
at least sixty minutes with DIT taking on average about thirty-five 
minutes for the four story version?. The Personality Characteristics Test 
requested participants to choose either (a) or (b) for each pair of 
statement for twenty-three statements. Subsequent to the completion of 
the research instruments, a sample of respondents was given a debriefing 
questionnaire which is shown in Appendix VI. 
7 This is considered reasonable when compared to an average of forty minutes for the 
six-story version. 
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5.6 RESEARCH INSTRUMENTS 
The research instruments are entitled Auditors' Decision Making 
Questionnaire. A copy of the research instruments is given in Appendix 
V. They consist of four separate parts namely, Part I Audit Decision, 
Part II Group Embedded Figures Test, Part III Social Opinion Survey (a 
translated Chinese version is also provided as a reference which is shown 
in Appendix VII) and Part IV Personality Characteristics Test. 
In Part I Audit Decision, the participant was presented with an 
auditor-management conflict situation whereby the auditor disagrees with 
management as to the materiality of certain unrecorded liabilities. The 
participant was requested to role play as the auditor of the company and 
indicate the likelihood that he would ignore the unrecorded liabilities. To 
assess whether the auditor has encountered similar auditor-management 
situations before, the participant was asked to indicate whether he had 
encountered similar cases and to describe the most memorable one. The 
majority of the subjects had responded that they had made similar 
decisions before. The nature of some of the audit conflict cases that the 
auditors had encountered in their careers is given in Appendix VIII. 
In Part II Group Embedded Figures Test, the participant was 
administered the GEFT booklet (Witkin, Oltman, Raskin and Karp 1971) 
with three separate timed sessions, two-, five- and five-minutes. 
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The participant was requested to find one simple figure out of a complex 
figure in each question for each of the three timed sessions. Scores on 
the last two five-minute sessions were used for analyses. 
In Part III Social Opinion Survey, the participant was given four 
social cases and requested to decide on what one should do after each 
case. Upon a decision in each case, the participant was requested to rate 
the importance of each of the twelve statements given after each case in 
making its initial decision. Then the participant was also asked to rank 
the four most important statements. For those participants whose first 
language is not English, they were provided with a Chinese translated 
version for their reference which is shown in Appendix VII. 
In Part IV Personality Characteristics Test is given a general title 
in order to disguise the purpose of this test which is on locus of control. 
The participant has to select either (a) or (b) in each of the twenty-three 
paired statements. 
The final part is concerned with collecting information about the 
participants. The last question of this part requested the participants to 
state their perceptions on the purpose of the questionnaire. The majority 
of the subjects perceived that the research instruments focussed on the 
auditors' decision making process. Some of them indicated that the 
purpose is to find out how personality affected such decision making 
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process. Only a couple responded that the purpose of the experiment is 
on ethics. This provided a manipulation check to ensure that the purpose 
of the experiment is sufficiently masked. A more detailed summary of 
the description of the subjects' responses on the purpose of the 
experiment is given in Appendix IX. 
A small sample of the participants (10%) was asked to complete a 
structured debriefing questionnaire focussing on the Audit Decision in 
Part I which is shown in Appendix V. It consists of three questions with 
the first one requesting the participant to recreate their decision making 
process for Part I Audit Decision in the research instruments. The 
second question relates to the identification and the reasons why the 
factors are considered important in making the decision. The third one 
is concerned with the confidence of the decision being made. In 
analysing how the participants recreated the decision making process, 
none of the respondents mentioned that the audit conflict case is related 
to ethics. This confirms that this experiment has masked the real purpose 
of the study. Most of the participants stated that the main issue in the 
decision making process is concerned with the truth and fairness of the 
financial statements. They mentioned factors such as materiality of the 
unrecorded liabilities being the most important factor that influenced their 
decisions. All the respondents were very confident that they had made 
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the right decisions in the audit conflict case. 
5.7 SCORING METHODS OF RESEARCH INSTRUMENTS 
The entire set of research instruments was scored by hand. Each 
subject has a score for each component of the research instruments: 
namely the Audit Decision, Group Embedded Figures Test, Social 
Opinion Survey^ and Locus of Control scale. In total, there were four 
scores for each of the four components with one score for the dependent 
variable and one score for each of the three independent variables. 
5.8 SUMMARY 
This chapter described the research methodology used in this study. 
First, the justification of a field experimental research design is made by 
considering its strengths and weaknesses. Second, the detailed 
measurement of each of the variables is summarised with evidence of 
validity where appropriate. Specifically, analyses of the possible moral 
responses are discussed to illustrate how Kohlberg's stage-sequence 
model can be applied to the audit conflict situation. Third, details of 
demographics of the participants as well as fiirther analyses of 
S For detailed hand scoring procedures of the DIT, please refer to DIT Manual, Rest 
(1990). 
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independent and dependent variables by demographics were also given. 
Explanations for the non-random selection of these auditors were also 
addressed. Fourth, an account of the procedures in administering the 
research instruments was provided. Last, the specific research 
instruments used for measuring the independent variables were then 
described in addition to the method of scoring. The next chapter will 
present the techniques used to analyse the data and the results of testing 
the various null hypotheses. 
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CHAPTER SIX 
DATA ANALYSIS AND RESULTS 
6.1 INTRODUCTION 
This chapter discusses the techniques used to analyse the data. The 
linear regression model and the t test are used to test for main effects 
whereas the multiple regression model is employed for testing interaction 
effects of the independent and moderating variables on the dependent 
variable. When the focus of interest is the interaction term in the 
multiplicative model, the concern of multicollinearity among the 
independent variables is shown to be a non-issue. Descriptive statistics 
for the independent variables and dependent variable are reported along 
with findings of internal reliability and validity of the variables. The 
responses of eighteen auditors were excluded from data analysis because 
they failed the internal consistency test for the Defining Issues Test. The 
chapter concludes with a summary of significant and insignificant results 
for the eleven hypotheses. Three sets of results were found to be 
significant and led to rejection of the null hypotheses. The following 
sections discuss the data analysis techniques and results obtained for this 
study. 
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6.2 DATA ANALYSIS TECHNIQUES 
Linear and multiple regression are used as the primary method of 
analysis for this study. It is considered as the appropriate technique 
because it can take into account a single continuous dependent variable 
and multiple independent variables in which there exist combinations of 
categorical and continuous variables. The following statement justifies 
the application of multiple regression for this field experiment (Pedhazur 
1982，p. 7): 
...multiple regression is versatile and useful for the analysis 
of diverse designs...The overriding conception is that 
information from independent variables (continuous, 
categorical, or combinations of both types of variables) is 
brought to bear in attempts to explain variability of a 
dependent variable. 
To test for main effects, both the linear model and the t test are 
used. The linear model is used for those independent variables which are 
continuous. The following linear model is employed to test HQI (main 
effect of moral reasoning), H02 (main effect of locus of control) and H04 
(main effect of cognitive style): 
Y = a + iSiXi + e 
where Y = dependent variable 
Xi = independent variable 
The t test is employed for Hoe (main effect of size of audit fees) since the 
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objective is to identify significant differences between the two categorical 
groups. To test for two-way interaction effects, the following 
multiplicative model is employed: 
Y a + 贴 1 + + 183X1X2 + e 
where Y = dependent variable 
Xi, X2 = independent or moderating variables 
X1X2 = interaction term 
This model is used to test H03 (interaction between locus of control and 
moral reasoning), H05 (interaction between cognitive style and moral 
reasoning), H。？ (interaction between size of audit fees and moral 
reasoning), Hog (interaction between locus of control and size of audit 
fees) and H09 (interaction between cognitive style and size of audit fees). 
To test for three-way interaction, the following multiplicative 
model is used: 
Y = a + 卢 1X1 + + 卢 3X3 + 
184X1X2 + ^5X2X3 + "6X1X3 + 
187X1X2X3 + e 
where Y = dependent variable 
Xi X2, X3 = independent or moderating 
variables 
X1X2, X2X3, X,X3, X1X2X3 = interaction terms 
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This model is used to test Hqio (interaction between locus of control, 
moral reasoning and size of audit fees) and HQH (interaction between 
cognitive style, moral reasoning and size of audit fees). Table 6.1 lists 
the independent and dependent variables. 
Table 6.1 
Independent and Dependent Variables^ 
Variables Notation 
Moral Reasoning (MR) X! 
Locus of Control (LC) X2 
Cognitive Style (CS) X3 
Size of Audit Fees (SF) X4 
Auditor's Response (AR) Y 
According to Southwood (1978, p. 1155)，the interaction term is 
expressed as the cross-product "•••as occurring between independent 
variables in their effect on the dependent variable". The product term in 
1 Abbreviations in parentheses will apply to all subsequent tables. 
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the multiple regression is an acceptable way of testing for interaction. If 
the /3 for the interaction term does not equal to 0，this implies that the 
interaction is significant. This approach is commonly used to test for 
interactions in management accounting contingency type studies (for 
example, Schoonhoven 1981; Govindarajan and Fisher 1990; Gul and 
Chia 1994). 
It is important to note that the algebraic sign of the interaction term 
gives insufficient information about the nature and form of the interaction 
relationship. The signs of the coefficients only provide an indication of 
whether the effects are in the hypothesised direction. By inspecting the 
regression coefficients, it is not possible to determine whether a 
nonmonotonic effect is present. The effects of the independent variable 
over the dependent variable can be affected by a moderating variable. 
Such interaction relationships can be monotonic or nonmonotonic. In 
other words, when the effects of the independent variable over the 
dependent variable is positive or negative over different ranges of the 
moderating variable, such relationships are nonmonotonic. On the other 
hand, if the interaction effects remain positive or negative throughout the 
range of the moderating variable, the relationships are described as 
monotonic. To be able to show the magnitude and direction of the 
interaction, it is necessary to elaborate each interaction mathematically 
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and then display it graphically. Partial derivative is then graphed to show 
the direction of the significant interaction (Schoonhoven 1981; Gul and 
Chia 1994; Gul and Tsui 1993b). In graphing the partial derivative, an 
inflection point is calculated in order to determine whether the 
relationship is monotonic or nonmonotonic. An explanation of the use 
of partial derivative in further analysing the interaction effects and the 
related calculation of the inflection point, extracted from Schoonhoven 
(1981)，is provided in Appendix X. The next section discusses the 
limitations of a multiplicative regression model with interaction terms. 
6.3 LIMITATIONS OF THE MULTIPLICATIVE MODEL 
Many researchers have raised doubts about the appropriateness of 
the multiple regression model with multiplicative interaction terms such 
as the one used to test some of the hypotheses in this study (Hqs, Hqs, 
Ho7, Ho8 and H09) on the grounds of multicollinearity. As an example, 
consider the two-way interaction model given below: 
Y = a + 卢 1X1 + 182X2 + 183X1X2 + e 
where Y = dependent variable 
Xi，X2 = independent or moderating variables 
X1X2 = interaction term 
The problem of multicollinearity (say between X � a n d X! ) which may 
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assume significance in the above multiplicative model has been identified 
as a possible limitation. Dewar and Werbel (1979), for example, make 
the following point (p. 435): 
Multiple regression with a multiplicative interaction term 
might have been a solution...were it not for the fact that the 
interaction term is highly correlated with the terms that 
compose it, leading to serious levels of multicollinearity. 
However, many researchers have recently argued that the concerns 
regarding the presence of multicollinearity in the multiplicative regression 
model is unwarranted (Gupta and Govindarajan 1989; Govindarajan and 
Fisher 1990; Gul and Tsui 1993b). They asserted that the correlations 
between XiX: and both X! and X: can always be reduced to zero through 
a-priori linear shifts in the origin points of X! and X^ ,^ Since the shifts 
in the origin points are essentially meaningless and do not affect the 
information value of X1X2, one can therefore consider multicollinearity 
as a non-issue and interpret accordingly the interaction results in a 
multiple regression model with interaction terms. By the same token, 
when the interaction is entered into an equation, the main effects (in the 
above example, X! and X2) are not interpretable. 
2 Refer to Gupta and Govindarajan (1989) for a mathematical proof of this conclusion 
and further discussion regarding interpretation of the main effects and the interaction 
effects. 
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6.4 DESCRIPTIVE STATISTICS OF VARIABLES 
Descriptive statistics of the independent and dependent variables 
are given in Table 6.2. It shows the mean，standard deviation and range 
for each of the independent and dependent variables. 
Table 6.2 
Descriptive Statistics For Variables In the Model 
Variables Mean Standard Range Theoretical 
Deviation Range 
Moral Reasoning(MR) X^ 29.72 13.90 2.5 - 67.5 0.0 - 99.0 
Locus of Control (LC) X^ 10.10 3.98 2.0 - 18.0 0.0 - 23.0 
Cognitive Style (CS) X3 13.96 4.05 3.0 - 18.0 0.0 - 18.0 
Size of Audit Fees (SF) X4 0.49 0.50 0.0- 1.0 0.0 - 1.0 
Auditor's Response (AR) Y 24.06 23.62 0.0 - 95.0 0.0 - 100.0 
6.5 VALIDITY AND INTERNAL RELIABILITY OF 
VARIABLES 
Internal reliability and validity of variables are important aspects 
of the measurement of variables. Validity is epitomised by the following 
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question: are we measuring what we think we are measuring? (Kerlinger 
1986). The focus of the question is on what is being measured. On the 
other hand, internal reliability in this study is thus represented by the 
following question: are the measures stable and consistent? It is well 
recognised by researchers that reliability in the measurement of a variable 
is not a necessary and sufficient condition for the validity of such a 
variable. That is to say, the measuring instruments can measure what it 
is supposed to measure quite well, but it does not measure what the 
researcher intends to measure. As discussed in Chapter Five Research 
Methodology in the Measurement of Variables section, all the instruments 
used to measure both the dependent and independent variables have been 
found to be valid and reliable. 
6.6 DEFINING ISSUES TEST: 
INTERNAL CHECKS ON SUBJECT RELIABILITY 
There are two built-in checks for internal reliability for each 
subject's DIT questionnaire. The first check is the "M" score. There are 
M items on the DIT questionnaire which are written to sound 
meaningless and pretentious. They do not represent any stage or level 
of cognitive moral reasoning. Instead, if the subjects ranked these M 
items as important, it signifies their tendency to endorse statements which 
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do not carry any meaning. Before the subjects completed their 
questionnaires, they were given the instruction that some of the 
statements throughout the four stories may sound "gibberish" or that one 
may not be sure of the meaning. In these cases, subjects were urged to 
rate these statements as little or no importance in their answers. If the 
subjects consistently rate and rank the M statements high, then the 
questionnaire must be discarded because it means that they have not 
completed the questionnaires conscientiously. The rule of thumb of the 
maximum cutoff of M score for a six-story version is a raw score of 8 
(Rest 1990). Therefore, the M score check for a four-story version in 
this study is proportionately calculated to be 6. In other words, to pass 
the M check, the subject's raw score of M items cannot exceed 6. None 
of the eighty subjects had an M score greater than 6. 
The second internal subject reliability check is the consistency 
check. This involves comparing the subject's ranking of the four most 
important statements against his own ratings of each of the twelve 
statements. In other words, if the subject ranks the statement as the most 
important, then there should not be any other statements in the rating of 
the twelve statements that is higher than the first ranked statement. 
Inconsistency appears when there are items not ranked as first or second 
choices which are rated higher than the statement chosen as 1st or 2nd 
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choices. These inconsistencies are probably due to reasons such as 
carelessness, misunderstanding of instructions and changes in one's mind. 
Rest (1990) recognised that "inconsistency raises questions about the 
reliability of the subject's entire questionnaire although a little 
inconsistency might be tolerated" (p. 5). Rest (1990) suggested the rule 
of thumb to be: discard the questionnaire if there are more than 8 
inconsistencies on any story. The responses of eighteen subjects were 
discarded for failing to come within the rule of thumb for internal 
consistency test for the DIT. 
6.7 RESULTS 
Null hypotheses HQI, H。！ and H�* were tested by using the linear 
regression model. The tests were designed to investigate the main effects 
of P score, locus of control and cognitive style on the dependent variable, 
auditor's response to accede to client's request in an audit conflict 
situation. The t test was employed to test Hoe regarding the effects of 
size of audit fees on the dependent variable. In order to test the null 
hypotheses H。]，Hos, H。?，Hos and H09 for significant two-way interaction 
effects, the multiplicative regression model was used. Similarly, Hoio and 
Hoii were tested for three-way interaction effects by using the 
multiplicative regression model. The independent variables were locus 
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of control, P score and size of audit fees for Hqiq and cognitive style, P 
score and size of audit fees for Hqi” 
The summary results of the null hypotheses being tested are 
presented in Tables 6.3 and 6.4. Table 6.3 shows the summary of 
significant results (H02, H03 and Hog) using the linear regression model 
and the multiplicative two-way interaction regression model. Table 6.4 
shows the summary of insignificant results (Hqi, H04, H05, H。?，H09, Hqio, 
Hon and Hoe) using the linear regression model, the multiplicative two-
way, three-way interaction regression model and the t test respectively. 
Table 6.5 summarises all the eleven null hypotheses in this study showing 
those that are rejected and those that are not rejected. 
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Table 6.3 
Summary of Significant Results 
Using Regression Analysis: 
Hypothesis Coefficient Standard F-Stat. Significance 
Number Variables Value Error Value P 
Ho2 X2 Locus of 2.24 0.62 12.99 0.01 
Control(LC) 
F Value = 12.99 
R2 =14% 
Adjusted R^ = 13% 
Hypothesis Coefficient Standard F-Stat. Significance 
Number Variables Value Error Value P 
Ho3 X i Moral 0.79 0.45 3.06 NS 
Reasoning(MR) 
X2 Locus of 5.04 1.35 13.89 0.01 
Control(LC) 
X1X2 Interaction -0.10 0.04 5.41 0.02 
F Value = 6.73 
r2 = 21% 




Hypothesis Coefficient Standard F-Stat. Significance 
Number Variables Value Error Value P 
HO8 X2 Locus of 0.97 0.79 1.49 NS 
Control(LC) 
X4 Size of -27.99 13.20 4.50 0.04 
Audit Fees(SF) 
X2X4 Interaction 3.19 1.23 6.77 0.01 
F Value = 7.13 
R2 = 22% 
Adjusted R^ = 19% 
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Table 6.4 
Summary of Insignificant Results 
Using Regression Analysis: 
Hypothesis Coefficient Standard F-Stat. Significance 
Number Variables Value Error Value P 
Hoi Xi Moral -0.19 0.19 1.02 NS 
Reasoning (MR) 
F Value = 1.02 
R2 = 1% 
Adjusted R^ = 0% 
Hypothesis Coefficient Standard F-Stat. Significance 
Number Variables Value Error Value P 
Ho, X3 Cognitive 1.00 0.65 2.35 NS 
Style(CS) 
F Value = 2.35 
r2 = 3% 




Hypothesis Coefficient Standard F-Stat. Significance 
Number Variables Value Error Value P 
HO5 Xi Moral -0.53 0.77 0.47 NS 
Reasoning(MR) 
X3 Cognitive 0.64 1.54 0.17 NS 
Style(CS) 
X1X3 Interaction 0.02 0.05 0.14 NS 
F Value = 1.40 
R2 = 5% 
Adjusted R^ = 1% 
Hypothesis Coefficient Standard F-Stat. Significance 
Number Variables Value Error Value P 
Ha7 Xi Moral 0.06 0.26 0.06 NS 
Reasoning(MR) 
X4 Size of 18.10 12.54 2.09 NS 
Audit Fees(SF) 
X1X4 Interaction -0.55 0.38 2.03 NS 
F Value = 1.06 
r2 = 4% 




Hypothesis Coefficient Standard F-Stat. Significance 
Number Variables Value Error Value P 
HO9 X3 Cognitive -0.36 1.07 0.11 NS 
Style(CS) 
X4 Size of -28.29 19.69 2.06 NS 
Audit Fees(SF) 
X 3 X 4 Interaction 2.23 1.35 2.73 NS 
F Value = 1.82 
R2 = 7% 




Hypothesis Coefficient Standard F-Stat. Significance 
Number Variables Value Error Value P 
Hoio Xi Moral 0.73 0.51 2.05 NS 
Reasoning(MR) 
X2 Locus of 3.17 1.69 3.54 NS 
Control(LC) 
X4 Size of -13.45 32.12 0.18 NS 
Audit Fees(SF) 
X1X2 Interaction -0.07 0.05 2.18 NS 
X2X4 Interaction 2.89 3.02 0.92 NS 
X1X4 Interaction -0.33 1.10 0.09 NS 
X1X2X4 Interaction -0.01 0.11 0.01 NS 
F Value = 3.94 
r2 = 28% 




Hypothesis Coefficient Standard F-Stat. Significance 
Number Variables Value Error Value P 
Hon Xi Moral -0.92 1.12 0.68 NS 
Reasoning(MR) 
X3 Cognitive -2.46 2.48 0.98 NS 
Style(CS) 
X4 Size of -41.46 45.92 0.82 NS 
Audit Fees(SF) 
X1X3 Interaction 0.07 0.07 0.84 NS 
X 3 X 4 Interaction 4.62 3.15 2.15 NS 
X1X4 Interaction 0.25 1.53 0.03 NS 
X1X3X4 Interaction -0.07 0.10 0.42 NS 
F Value = 1.66 
R2 = 14% 






Hypothesis t-Stat. Significance 
Number Variable Value P 
Ho6 X4 Size of 
Audit Fees(SF) 1.22 NS 





Summary of Null Hypotheses and the Results 
Null Accept/Reject 
Hypotheses 
Hoi： P score has no effect on the auditor's response to accede to client's Not Rejected 
request in an audit conflict situation. 
HO2： LOCUS of control (internal vs external) has no effect on the auditor's Rejected 
response to accede to client's request in an audit conflict situation. 
Ho3： There is no interactive effect between locus of control (internal vs Rejected 
external) and P score on the auditor's response to accede to client's request 
in an audit conflict situation. 
Ho4： Cognitive style (field dependence vs field independence) has no effect Not Rejected 
on the auditor's response to accede to client's request in an audit conflict 
situation. 
Ho5： There is no interactive effect between cognitive style (field dependence Not Rejected 
vs field independence) and P score on the auditor's response to accede to 
client's request in an audit conflict situation. 
Ho6： Size of audit fees has no effect on the auditor's response to accede to Not Rejected 
client's request in an audit conflict situation. 
Ho7： There is no interactive effect between size of audit fees and P score on Not Rejected 
the auditor's response to accede to client's request in an audit conflict 
situation. 
Hog: There is no interactive effect between locus of control (internal vs Rejected 
external) and size of audit fees on the auditor's response to accede to 
client's request in an audit conflict situation. 
Ho9： There is no interactive effect between cognitive style (field dependence Not Rejected 
vs field independence) and size of audit fees on the auditor's response to 
accede to client's request in an audit conflict situation. 
Hoio: There is no interactive effect between locus of control (internal vs Not Rejected 
external), P score and size of audit fees on the auditor's response to accede to 
client's request in an audit conflict situation. 
Hon： There is no interactive effect between cognitive style (field dependence Not Rejected 
vs field independence), P score and size of audit fees on the auditor's response 
to accede to client's request in an audit conflict situation. 
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Further to obtaining the results as presented in Tables 6.3，6.4 and 
6.5, a comparison of the mean P score obtained for this sample of Hong 
Kong auditors is compared to those for other American and Canadian 
counterparts. Table 6.6 shows a comparison of DIT P score from this 
study to the norms of accounting professionals and other norm groups 
found in studies in other countries. This comparison provides some 
interesting insights on the distribution of DIT P scores across selected 




Comparisons to DIT P Score Norms 
Prior studies of accounting Sample DIT P 
professionals Size score 
Armstrong (1987) 119 38.5(USA) 
Ponemon (1988) 180 38.1(USA) 
Shaub (1989) 207 41.3(USA) 
Lampe and Finn (1992) 207 40.0(USA) 
Ponemon and Gabhart (1993) 133 40.3(USA) 
Ponemon and Gabhart (1993) 102 44.2(Canada) 
Mean Score -Present study 80 30.0(Hong Kong) 
Mean Score -Above studies 948 40.0(USA and Canada) 
Prior studies of DIT P score norms published by Rest (1979a, 1986a) 
Sample DIT P 
Norm group Size_ scor^ 
Seminarians in church 27 
Practicing physicians 157 
Practicing attorneys 102 
College graduates ^56 二 
College students 胁） 抖 
Source: Ponemon and Gabhart (1993) 
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6.8 SUMMARY 
This chapter presented the different techniques used to analyse the 
data in this study. The linear regression model, the multiplicative 
regression model and the t test were used to test the eleven hypotheses 
respectively. Some of the criticisms of the multiplicative model used to 
analyse interactions were also discussed. Descriptive statistics for the 
independent and dependent variables were reported. The issue of internal 
reliability and validity of the measuring instruments was also briefly 
discussed. In particular, the internal checks on subject reliability for the 
Defining Issues Test were described with findings from this study. 
Finally, significant and insignificant results were presented. The next 
chapter will discuss the interpretations and implications of findings from 
this study based on the results presented in this chapter. 
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CHAPTER SEVEN 
DISCUSSION OF RESULTS 
7.1 INTRODUCTION 
This chapter discusses the results obtained from this field 
experimental study. Of the eleven null hypotheses tested, three of them 
were rejected because the results were significant. From the significant 
findings, it seems clear that the individual differences variable, locus of 
control, is a major explanatory variable particularly in terms of its 
interaction with moral reasoning and size of audit fees respectively. The 
following sections discuss the significant and insignificant results 
pertaining to each of the hypotheses. Further analyses such as the use of 
partial derivative and Johnson-Neyman technique will be presented to 
shed light on the direction and nature of the significant findings. 
Recall that in this study, an auditor's decision to act independently 
is measured in terms of the auditor's response to accede to client's 
request in an audit conflict situation. In other words, the lower the 
likelihood that the auditor would respond as acceding to client's request 
in an audit conf l i c t situation, the more independent he is. On the other 
hand, the higher the likelihood that the auditor would respond as acceding 
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to client's request under the same circumstances, the less independent he 
is. Since independence is one of the most important aspects of ethics (as 
discussed in Chapter One), it is inferred to imply ethical behaviour of 
professional accountants. Such line of inferences will be further 
elaborated in the following discussion of hypotheses. For the sake of 
convenience, each of the hypotheses that was developed and discussed in 
Chapters Four and Six which had significant results are restated with the 
results before the discussion of the various hypotheses is undertaken. 
7.2 HYPOTHESES WITH SIGNIFICANT RESULTS 
7.2.1- Test of Null Hypothesis 2 
HO2： LOCUS of control (internal vs external) has no effect on the 




Test of Hp. 
The Effect of Locus of Control on 
Auditor's Response to Accede to Client's Request 
Coefficient Standard F Stat. Significance 
Variables Coefficient Value Error Value P 
X2 Locus of 02 2.24 0.62 12.99 0.01 
Control(LC) 
Constant a 1.40 6.75 0.04 NS 
R2 = 14%; Adjusted R^ = 13%; ?(口8) = 12,99; p < 0.01 
n = 80 
The results reported in Table 7.1 showed that there is a relationship 
between locus of control (internal vs external) and auditor's response to 
accede to client's request in an audit conflict situation (F value = 12.99; 
p < 0.01). The positive coefficient value of 2.24 for locus of control 
suggested that the lower the score on the locus of control scale 
(internals), the lower the likelihood that the auditor would respond as 
acceding to client's request. In other words, those auditors who are 
internals are less likely to accede to client's request. The R^ of 14% 
provided evidence that locus of control is a significant variable. As such, 
203 
auditors who are internals and believe that outcomes are consequences of 
their own efforts are likely to be more independent. Because of the 
control that auditors who are internals have over their own efforts, they 
are more inclined to be able to withstand management pressure in an 
audit conflict situation than those who are externals. On the other hand, 
externals who believe that outcomes are not under their own control and 
are thus consequences of luck and fate are more vulnerable to succumb 
to management pressure in an audit conflict situation such as the one 
presented in this study. On the basis of evidence as suggested in Chapter 
Four (Hegarty and Sims 1978; 1979; Trevino 1987; Lefcourt 1982), 
externals are less likely to be independent and to be able to withstand 
management pressure in an audit conflict situation than internals. From 
this, it may be inferred that internals are more likely to behave ethically. 
This finding is consistent with previous studies which suggested 
that internals are more ethical than externals (Hegarty and Sims 1978; 
Trevino 1986). Thus, it can be inferred that internals behave more 
ethically than externals in the context of an audit conflict situation. This 
also supports Trevino's (1987) finding that locus of control is one of the 
major variables in explaining individuals' ethical behaviour and that 
internals are expected to behave more ethically than externals. 
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7.2.2 Test of Null Hypothesis 3 
Ho3： There is no interactive effect between locus of control 
(internal vs external) and P score on the auditor's response 
to accede to client's request in an audit conflict situation. 
Table 12 
Test of Ho3 
The Effects of Interaction between Locus 
of Control and Moral Reasoning on 
Auditor's Response to Accede to Client's Request 
Coefficient Standard F Stat. Significance 
Variables Coefficient Value Error Value P 
Xi Moral jSi 0.79 0.45 3.06 NS 
Reasoning(MR) 
X2 Locus of P2 5.04 1.35 13.89 0.01 
Control(LC) 
X1X2 Interaction ft -0.10 0.04 5.41 0.02 
Constant a -20.09 14.33 1.97 NS 
R2 = 21%; Adjusted = 18%; F(3，76) = 6.73; p < 0.01 
n = 80 
205 
The results reported in Table 12 showed that locus of control and 
moral reasoning interacted to significantly affect the dependent variable 
(F = 5.41; p < 0.02). This supports the interactionist perspective that 
locus of control interacted with moral reasoning to affect the auditor's 
response to accede to client's request in an audit conflict situation. 
To further illuminate the results, the R^ for the multiple regression 
model without the interaction term was compared with the R^ for the 
multiple regression model with the interaction term. Table 7.3 reports 
the results of a multiple regression model with moral reasoning and locus 
of control as independent variables excluding the interaction term. A 
comparison of the R^ in Tables 7.2 and 7.3 showed that the introduction 
of the interaction term increases the additional predictive power of the 
multiple regression model by 6% (R^ of the regression model with the 
interaction term is 21% as compared to 15% obtained for the model 
without the interaction term). The inclusion of the interaction term thus 
improves the predictive ability of the model. 
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Table 7.3 
The Effects of Locus 
of Control and Moral Reasoning on 
Auditor's Response to Accede to Client's Request 
Coefficient Standard F Stat. Significance 
Variables Coefficient Value Error Value P 
Xi Moral -0.18 0.18 1.01 NS 
Reasoning(MR) 
X2 Locus of 2.23 0.62 12.82 0.01 
Control(LC) 
Constant a 6.86 8.67 0.63 NS 
R2 = 15%; Adjusted R^ = 13%; F^ J^T) = 7.00; p < .01 
n = 80 
Note that the positive coefficient (jSj =2.23) reported in Table 7.3 
for the locus of control variable corroborated the findings earlier that the 
more internal the auditor is (the lower the score on the locus of control 
scale), the less likely the auditor would accede to client's request in an 
audit conflict situation (consistent with findings on H�2). The negative 
coefficient (jSi = -0.18) on the moral reasoning variable can be 
interpreted in a similar way. The higher the P score, the less likely it is 
that the auditor would accede to client's request in such an audit conflict 
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situation. Put simply, the higher the moral reasoning level, the more 
independent the auditor is. Since the results for the main effect of moral 
reasoning on the dependent variable is not significant, the most that can 
be said for this result is that it is in the predicted direction. Moreover, 
in considering these results, it is also important to note that the main 
effect of locus of control is "conditional" since the interaction effects 
were found to be significant (Emory and Cooper 1991，p. 554). In order 
to shed some light on the interactive relationship between locus of control 
and moral reasoning, the analysis was pushed to the second stage by 
graphing the partial derivative of locus of control on the dependent 
variable as a function of moral reasoning. Figure 7.1 displays 
graphically the analysis of the partial derivative. Moral reasoning is 
treated as the moderator variable (according to the empirical model as 
shown in Figure 4.2 in Chapter Four). 
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Figure 7.1 
The Effect of Moral Reasoning (Xi) on the Relationship Between Auditor's 
Response to Accede to Clienfs Request (Y) and Locus of Control (Xi) 
dY/dXi 
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where Xi = Moral reasoning (MR) 
X2 = Locus of control (LC) 
Y = Auditor's response to accede to client's request (AR) 
aY/aX2 = p2+p3Xl 
= 5 . 0 4 - 0 . 1 0 X 1 
Point of Inflection on Xi = -p2/p3 
= -5.04/-0.10 
= 5 0 . 4 
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In graphing the partial derivative, moral reasoning is thus shown 
on the horizontal axis since it is treated as the moderator variable in the 
locus of control/auditor-client conflict relationship. The following partial 
derivative equation depicts this relationship (Schoonhoven 1981): 
8Y/8X2 = 32 + ftXi 
where X! = Moral reasoning (MR) 
X2 = Locus of control (LC) 
Y = Auditor's response to accede to client's request (AR) 
The point of inflection calculated to be 50.41 is within the range of P 
scores obtained for moral reasoning^. 
The graph in Figure 7 A showed that at lower levels of moral 
reasoning, the relationship between locus of control and the dependent 
variable, auditor's likelihood to accede to client's request, is positive. In 
other words, higher scores on the locus of control scale (i.e. more 
external) are associated with higher likelihood of acceding to client's 
request (lower independence). However, it is important to note that 
under higher levels of moral reasoning, there is a negative relationship 
1 Xi = - 眺 
=-5.04/-0.10 
=50.4 
2 An extract from Schoonhoven (1981) explaining the use of partial derivatives and the 
related calculation of inflection point is provided in Appendix X. 
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between locus of control and the auditor's response to accede to client's 
request. This suggests that at higher levels of moral reasoning, externals 
may not respond in the predicted direction on the dependent variable (i.e. 
demonstrate lower levels of independence). 
The relationship may also be illustrated in terms of an analysis of 
a two by two matrix of the dependent variable scores by locus of control 
(internals vs externals) and moral reasoning (high P scores vs low P 
scores). As shown in Table 7.4，those who are internals responded with 
lower likelihood in acceding to client's request whether they exhibit high 
or low levels of moral reasoning. In other words, internals do not differ 
in their responses to resist management pressure under different levels of 
moral reasoning. This confirms the notion that internals are more 
independent and ethical irrespective of their levels of moral reasoning. 
On the other hand, externals responded differently under different levels 
of moral reasoning. This is consistent with the analysis of the partial 
derivative graph which showed that the relationship between locus of 
control and the dependent variable changes beyond 50.43. Table 7.4 
showed that externals had lower scores under higher levels of moral 
reasoning than those at lower levels of moral reasoning. To put it 
3 A P score of 50.4 is considered relatively high levels of moral reasoning as the 
average P score for this sample is only 30. 
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simply, externals at higher levels of moral reasoning would be more 
independent than those at lower levels of moral reasoning. This is also 
further demonstrated clearly on the graph shown in Figure 7.2. 
Table 7.4 
A Comparison of 
Auditor's Response to Accede to Client's Request 
By Locus of Control and Moral Reasoning"^ 
Externals Internals 
High Moral Reasoning 29.34 12.33 
Low Moral Reasoning 37.06 13.33 
n = 62 
4 The sample for comparison is reduced by eighteen since subjects with median scores 
on both locus of control scores and moral reasoning scores were excluded. 
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Figure 7.1 
The Interaction Between Locus of Control and Moral Reasoning 
on Aiiditor,s Response to Accede to Clients Request 
Auditor's Response 
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LMR = Low Moral Reasoning 
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The significant contribution of this model comes from the 
interactive perspective in predicting auditors' ethical behaviour. The 
findings have implications for the accounting profession, accountants, 
accounting educators and students at large. One of the practical 
implications of the above results is that unethical behaviour can be, to 
some extent, mitigated by ethical intervention. The crux of the issue is 
the question: what type of ethical training or intervention is most 
appropriate for professional accountants and auditors in order to maintain 
and improve their ethical behaviour (Lampe and Finn 1992)? 
There seems to be unanimous agreement that additional emphasis 
on ethics education is in order. One approach to ethics education is to 
teach accountants to follow Code rules and principles. Yet, another 
approach is to focus on ethical intervention aiming at nurturing and 
raising accountants' levels of moral reasoning. This approach is a 
significant deviation from the traditional approach of adherence to the 
code of professional conduct and rule orientation which has dominated 
the accounting ethics literature. As suggested in Figure 7.2 and Table 
7.4，the focus of attention on ethical intervention should perhaps only be 
directed to those accountants who are externals. The profession could 
concentrate in searching for the introduction of effective ethical 
interventions for these accountants in an attempt to raise their levels of 
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moral reasoning so as to train them to behave more independently and 
more ethically. Such an approach in ethical intervention would be seen 
not only as innovative, but also deterministic by taking into account their 
differing personalities. This realisation could ensure that accounting 
education research is channelled in the right direction and resources are 
used effectively. 
Another way of ensuring ethical behaviour in the accounting 
profession is to encourage only those prospective accountants who are 
internals to join the profession. This would ultimately release the 
resources otherwise utilised in improving and nurturing ethical behaviour 
of those accountants who are externals. Such a measure, if at all 
practicable, would better enable the credibility of the accounting 
profession to be maintained at a lower cost. 
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7.2.3 Test of Null Hypothesis 8 
Hog： There is no interactive effect between locus of control 
(internal vs external) and size of audit fees on the auditor's 
response to accede to client's request in an audit conflict 
situation. 
Table 7.5 
Test of Hpg 
The Effects of Interaction between 
Locus of Control and Size of Audit Fees on 
Auditor's Response to Accede to Client's Request 
Coefficient Standard F Stat. Significance 
Variables Coefficient Value Error Value P 
X2 Locus of 0.97 0.79 1.49 NS 
Control(LC) 
X4 Size of 04 -27.99 13.20 4.50 0.04 
Audit Fees(SF) 
X2X4 Interaction ft 3.19 1.23 6.77 0.01 
Constant a 12.89 8.97 2.07 NS 
R2 = 22%; Adjusted = 19%； = 7.13; p < 0.01 
n = 80 
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Table 7.6 
The Effects of Locus of Control and Size of Audit Fees on 
Auditor's Response to Accede to Client's Request 
Coefficient Standard F Stat. Significance 
Variables Coefficient Value Error Value P 
X2 Locus of ft 2.30 0.63 13.41 0.01 
Control(LC) 
X4 Size of 184 4.02 4.96 0.66 NS 
Audit Fees(SF) 
Constant a -1.11 7.44 0.02 NS 
R2 = 15%; Adjusted R^ = 13%; F(2.77) = 6.79; p < 0.01 
n = 80 
The results reported in Table 7.5 showed that the interaction term 
was significant (F = 6.77; p < 0.01) thus suggesting that 189 0. This 
supported the interactionist perspective suggested by Trevino (1986) that 
locus of control would interact with a contextual variable to affect the 
dependent variable. A comparison of the R^ for Tables 7.5 and 7.6 
showed that there is an increase of 7% in R^ when the interaction term 
is included. This confirms the additional explanatory power of the 
interaction term, namely the interaction between a personality variable, 
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locus of control, and the economic contextual variable, size of audit fees. 
To obtain additional insight on the significant interaction 
relationship between size of audit fees and locus of control, further tests 
were conducted\ The purpose of the test was to establish whether the 
slopes for the two equations representing the two groups, one given 
information on significant size of audit fees and the other group given 
information on insignificant size of audit fees, were different (Ott 1988， 
p. 607-608). The tests yielded an F value of 6.1T (significant at 0.05) 
which confirmed that the slopes of the two equations were different. 
To determine the point of intersection, two separate regression 
equations were calculated: 
Y i = -15.10 + 4.I6X2 (Ni = 39) 
Yo = 12.89 + 0.97X2 (No = 41) 
5 Unlike the earlier tests, the manipulation of size of audit fees is dichotomous and 
therefore partial derivative analysis is inappropriate. 
6 This is calculated from =3064/452.42 = 6.77 (significant at 0.05). For 
the purpose of analysis as to whether the slopes of the two equations were different, 
the reduced model (excluding the interaction term as shown in Table 7.6) is Y = /3o 
+ fiA + /84X4 for which the following was obtained Y = -1.11 + 2.30X2 + 
4 02X. and sum square for the residual (SSE) for the reduced model is 37448. The 
SSE for the full model (Hos ： A = 0) is 34384. The r^uction in the SSE attributed 
to X X isSS = 37448 - 34384 = 3064. MSE for the full model = SSE/degrees 
of f^edom foTthe residual = 34384/76 = 452.42. 
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where Y = Auditor's response to accede to client's request 
1= Insignificant size of audit fees 
0 = Significant size of audit fees 
X2 = Locus of control score 
The point of intersection is calculated by the following formula:-
ai - a2 
Intersection = 
b2 - bi 
Where a，s are the intercepts and b，s are the regression coefficients. 
In this case, the point of intersection is:-
-15.10 - 12.89 -27.99 = 二 
0.97 - 4.16 - 3.19 
= 8 . 7 7 
The results are graphed in Figure 7.3 which showed that the point 
of intersection is well within the range of scores for locus of control 
(8.77) thus suggesting that the interaction is disordinal. However, 
inspection of Figure 7.3 revealed that subjects with locus of control 
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scores closer to 8.77 differ less in their responses to accede to client's 
request as compared with subjects whose locus of control scores are 
further away from the point of intersection (8.77). 
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Figure 7.3 
The Interaction Between Size of Audit Fees and Locus of Control 
on Aiiditor,s Response to Accede to Client,s Request 
Auditor's Response 
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The Johnson-Neyman technique? (Pedhazur 1982，p. 469-471) is 
used to establish the regions of significance and non-significance^ The 
7 This method is analogous to the tests of simple main effects in Analysis of Variance 
(ANOVA) but has two advantages over the latter approach. First, the technique 
allows a statement about treatment differences for any values of locus of control. The 
classification of locus of control into "high" and "low" for ANOVA discards some 
information on the influence of such personality on the dependent variable. Second, 
the precision of the test is much higher (see Huitema 1980，p. 276-277 for further 
discussion). 
8 In order to establish the regions of significance, the two values of X need to be 
obtained based on the following formula:-
-B 土 JB2 - AC 
X = 
A 
-FQ! 1 1 
A = (SSres)( + ) + (b^  -h^f 
N -4 Lx^ 1：\\ 
Fa Xi X2 
B = (SSres)( + ) + (ai-a2)(bi-b2) 
N -4 Ex i^ Dx j^ 
-Fa N X^ 
C = (SSres)( + + ) + {^r^i? 
N -4 nin2 Dx^ ^ 
where Fa = tabled F ratio with 1 and N - 4 degrees of freedom at a selected 
level of OL 
N = total number of subjects 
ni，n2 = number of subjects in groups 1 and 2, respectively 
SSres = residual sum of squares obtained from the overall regression 
analysis 
= sum of squares of the continuous independent variable (X) for 
， groups 1 and 2, respectively 
X ^ X2 = means of groups 1 and 2, respectively, on the continuous 
independent variable, X 
b，b2 二 regression coefficients of the regression equations for groups 1 
， and 2，respectively 
ai，a2 = intercepts of the regression equations for groups 1 and 2, 
respectively 
where group 1 (Y,) = Insignificant size of audit fees 
group 2 (Yo) = Significant size of audit fees 
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results showed that subjects whose locus of control scores were between 
13 and 2 are not significantly different across groups. In other words, 
subjects whose locus of control scores are below 2 are significantly 
different in their responses to accede to client's request given different 
contextual manipulation, which in this case, is size of audit fees. 
However, since none of the subjects in this sample had scores below 2， 
scores at this point and below are irrelevant. Auditors whose locus of 
control scores are above 13 (i.e. externals) responded differently under 
the two treatment manipulations. While Figure 7.3 shows that, in 
general, externals as a group were more likely to accede to client's 
request in an audit conflict situation, there was a difference in this group 
depending on the size of audit fees. Auditors who are externals and who 
were given information that size of audit fees was significant responded 
with a lower likelihood in acceding to client's request than those who 
were given information that size of audit fees was insignificant. This 
result is, in a sense, contrary to expectations. According to prior studies 
on third party perceptions of auditor independence, (Shockley 1981; 
Knapp 1985; Gul 1991)，the expectation is that auditors would respond 
with a higher likelihood of acceding to client's request when size of audit 
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fees is significant^. The reasoning behind this line of argument is that 
when size of audit fees is significant, auditors are expected to be less 
independent because of their economic dependence on client fees. 
However, results in this study showed that externals, on the contrary, 
responded with a higher likelihood of acceding to client's request when 
size of audit fees is insignificant than when it is significant. This result, 
as suggested, is contrary to expectations and poses a problem in terms of 
providing an appropriate explanation. However, an attempt is made to 
provide a possible reason for the results. 
It should be noted that this study focussed on auditor independence 
in fact whereas prior studies focussed on third party perceptions of 
auditor independence. As such, the subjects in studies on third party 
perceptions and in this study were different and because of this, the effect 
of the contextual variable on the dependent variable may not be consistent 
with prior studies. 
The results, as in the earlier case for the discussion on H03, also 
point to the need to focus attention on those accountants who are 
externals for purposes of ethics intervention strategies. Similarly, 
prospective accountants who are internals should be encouraged to join 
9 The effect of size of audit fees on the dependent variable was in fact test^ in but 
there were no significant results (see Section 7.3 in Chapter Seven and Table 6.4 in 
Chapter Six). 
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the profession since they are shown to be more independent and less 
affected by variations in size of audit fees. It should, however, be borne 
in mind that the evidence, in this case, is limited to this study and sample 
and there are practical difficulties in implementing these strategies. 
7.3 HYPOTHESES WITH INSIGNIFICANT RESULTS 
In this study, it was found that a number of null hypotheses namely 
Hoi, H O 4 , H O 5 , H O 6 , H O 7 , H O 9 , H Q I Q and H � " were not rejected. There is 
the overriding concern that these insignificant results obtained are not 
consistent with theory as well as findings from other previous western 
studies. A number of reasons may account for the insignificant results. 
These reasons may be seen in terms of an overall explanation for the 
insignificant results and specific reasons in terms of each of the 
categories of variables namely, cognitive process, individual differences 
and contextual variables. 
An overall reason for the insignificant results in this study is 
perhaps due to cultural differences. According to Hofstede (1980)， 
culture is defined as "the collective programming of the mind which 
distinguishes the members of one human group from another". Hofstede 
(1991; 1993) argues that individuals from different nations may behave 
differently because of their cultural characteristics. These cultural 
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characteristics may be seen in terms of five different cultural dimensions 
namely strong vs weak uncertainty avoidance, large vs small power 
distance, masculinity vs femininity, individualism vs collectivism and 
long term vs short term orientation^®. In the accounting literature, 
Chow, Shields and Chan (1989) have argued that it is important to test 
whether aspects of management control theory may be nation-specific or 
can be generally applicable across cultures. Perera (1989 p. 43) also 
made the following point: 
...culture is often considered to be one of the most powerful 
environmental factors affecting the accounting system of a 
country. This consideration is based on the broad premise 
that accounting is a socio-technical activity involving human 
and non-human resources or techniques as well as the 
interaction between the two... accounting cannot be culture 
free. 
There is ample evidence in the accounting literature to suggest that 
accounting cannot be culture free and may be nation-specific (Perera 
1989). Two recent accounting studies, for example, have found some 
evidence which support aspects of Hofstede's theory. Harrison (1992) 
in a comparative study of Singaporean and Australian managers 
(identified with high power distance/low individualism and low power 
distance/high individualism respectively) found that the effects of 
participation on the relationship between budget emphasis in superior 
10 See Hofstede (1991 ； 1993) for further explanation and discussion of these dimensions. 
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evaluative style and the dependent variables of job-related tension and job 
satisfaction were generalisable across nations which shared certain 
cultural characteristics. In another study, Gul and Tsui (1993a) tested 
and found support for the hypothesis that since auditors in Australia and 
Hong Kong were different on the uncertainty avoidance dimension, there 
would be significant differences in Australian (Caucasian) and Hong 
Kong (Chinese) auditors' attitudes towards the uncertainty audit 
qualifications. 
It is thus possible that the empirical model being tested in this 
study is not cross-nationally applicable in the sense that it is developed 
on western concepts and theories which may not be entirely applicable in 
the Hong Kong context. An example of how culture may have affected 
the empirical model may be seen in terms of the skewed distribution of 
the cognitive style variable and the overall lower DIT P scores. In the 
case of cognitive style, it was found that the majority of this sample of 
Hong Kong auditors are field independent. Similarly, as shown in Table 
7.7 to be discussed in more detail later, the DIT P scores for Hong Kong 
auditors were lower than the P scores obtained from other western 
samples. This may be a cultural characteristic and could provide an 
explanation for some of the insignificant findings regarding these 
variables. Since some significant results were obtained, in particular, the 
227 
interaction of individual differences and moral reasoning and a contextual 
variable respectively, a great deal of caution must be exercised in citing 
cultural differences as a major reason to explain the insignificant results. 
This, in itself, is a separate area of study. 
What follows are some explanations for the insignificant results 
obtained for Hqi, H04, Hqs, Ho6，Hqi，H09, Hqio and Hqh (see Table 6.4 in 
Chapter Six for the results of the above hypotheses). For the sake of 
convenience, these explanations are provided in terms of the three 
independent variables, moral reasoning, cognitive style and size of audit 
fees and the three-way interaction relationships as portrayed in the 
empirical model (Figure 4.2 in Chapter Four). 
The first category of null hypotheses include 1，5, 7，10 and 11 
which featured moral reasoning as the independent/moderating variable. 
The results indicated clearly that there is no significant main effect of 
moral reasoning on the dependent variable. Neither did it interact with 
the other individual differences variable, cognitive style even though 
significant results were obtained for H��which found that moral reasoning 
interacted significantly with a personality variable, locus of control, to 
affect the dependent variable". Moral reasoning also did not interact 
11 The difference in cultural characteristic in terms of the skewed distribution of field 
dependence cognitive style and the lower DIT P scores for Hong Kong auditors raised 
earlier is perhaps relevant here to explain the insignificant results. 
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with the contextual variable size of audit fees to affect the dependent 
variable. The significant effects of the two-way interaction between locus 
of control and moral reasoning (H。�）on the dependent variable did not 
carry through to a three-way interaction between locus of control, moral 
reasoning and size of audit fees. Similarly, the three-way interaction 
between cognitive style, moral reasoning and size of audit fees is not 
significant. This finding is not consistent with previous studies which 
found that moral reasoning is a major determinant of judgement, 
behaviour and action in accounting and auditing practice (Jones and 
Ponemon 1993; Ponemon 1990; 1992a; 1992b; Ponemon and Gabhart 
1990) and that it has an important and systematic relationship with 
individuals' ethical behaviour (Brabeck 1984; Ponemon 1992b). This, as 
pointed out earlier, may be due to the lower P scores which were 
obtained for this sample of auditors in Hong Kong. 
As shown in Table 7.7 (reproduced here from Table 6.6 Chapter 
Six), the average P scores for this sample of Hong Kong auditors is 30 
when compared to an overall average of 40 for the six recent studies in 
the USA and Canada. The evidence from this study provides further 
support for the findings by Ponemon (1990) and Ponemon and Gabhart 
(1990) that on average, partners and managers，moral reasoning levels do 
not represent the higher levels in Kohlberg's stage-sequence model. The 
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fact that the average P scores obtained by these auditors are lower than 
those for graduates does not necessarily imply that the auditors are 
unethical (Lampe and Finn 1992). It has been suggested by Lampe and 
Finn (1992) that these auditors may have developed a strong stage 4 rule 
orientation (not directly included in the P score measurement in the DIT) 
and thus would obtain low P scores as those who are using stages 2 or 
3 orientation in their moral judgement but much lower than those who are 
at stage 6 (i.e. those individuals who follow abstract self-chosen 
principles). It should be noted that this sample of auditors in Hong Kong 
are, as a group, conventional moral reasoners consistent with other 
western studies. The lower P scores as compared to the American and 
Canadian samples could thus account for the insignificant results 
regarding the effects of moral reasoning on the dependent variable. This 
could also explain the insignificant results for two-way and three-way 
interaction relationships. 
As discussed earlier, cultural differences is also a possible 
explanation for the lower P scores for the Hong Kong auditors. 
Anecdotal evidence suggests that the majority of Hong Kong subjects are 
concerned with getting along with others (stage 4 of moral reasoning) 
rather than pursuing one's own self-chosen principles (stages 5 and 6 of 
moral reasoning). This may account for the consistently lower P scores 
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卜“rr 
；for Hong Kong auditors who are essentially on stage 4 rather than stages 
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Table 7.7 
Comparisons to DIT P Score Norms 
Prior studies of accounting Sample DIT P 
professionals Size score 
Armstrong (1987) 119 38.5(USA) 
Ponemon (1988) 180 38.1(USA) 
Shaub (1989) 207 4L3(USA) 
Lampe and Finn (1992) 207 40.0(USA) 
Ponemon and Gabhart (1993) 133 40.3(USA) 
Ponemon and Gabhart (1993) 102 44.2(Canada) 
Mean Score -Present study 80 30.0(Hong Kong) 
Mean Score -Above studies 948 40.0(USA and Canada) 
Prior studies of DIT P score norms published by Rest (1979a, 1986a) 
Sample DIT P 
Norm group S ize_ score 
Seminarians in church 27 57.8 
Practicing physicians 157 49.5 
Practicing attorneys 102 47.3 
College graduates 856 45.8 
College students 885 44.9 
Source: Ponemon and Gabhart (1993) 
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The second category of variables with insignificant results is the 
individual differences variable, cognitive style. None of the hypotheses 
with cognitive style as the independent variable had significant results. 
One of the possible reasons, as pointed out earlier, may be due to the fact 
that most of the auditors in this study are field independent i.e. obtained 
very high scores in the GEFT test (mean score of 14 out of a maximum 
of 18). This, as suggested earlier, could also be a cultural characteristic. 
The higher GEFT scores mean that this sample of Hong Kong auditors 
are more analytical than their western counterparts. The skewed 
distribution for this variable may have contributed to the insignificant 
results both in terms of the main effect and the interaction effects. 
The third category of variables with insignificant results is the 
contextual variable, size of audit fees. Even though prior studies on third 
party perceptions of auditor independence found that size of audit fees is 
a significant variable in influencing such perceptions, it should be noted 
that this study investigated independence in fact rather than independence 
in appearance. Therefore, the economic dependence argument of 
significant size of audit fees in adversely affecting third party perceptions 
of auditor independence may not be appropriate to explain the auditors' 
state of mind in this study. On the other hand, size of audit fees was 
found to interact with one of the individual differences variables, locus 
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of control to significantly affect the dependent variable. These results 
also support the interactionist notion that both situational and individual 
differences variables should be jointly considered (Endler and Magnusson 
1976). Future research could investigate different contextual factors such 
as client financial condition and competition and their interactions with 
other individual differences variables. 
The fourth category of variables with insignificant results are the 
two hypotheses on three-way interaction. Both Hqiq and Hon which 
investigated the three-way interaction of locus of control, moral reasoning 
and size of audit fees (Hqiq) and cognitive style, moral reasoning and size 
of audit fees (HQH) respectively were found to be not significant. It 
should be borne in mind that since there was no strong theory supporting 
these two hypothesised three-way interaction, it is not surprising that 
there were no significant results. 
7.4 SUMMARY 
This chapter discussed the three null hypotheses (H02, H03 and Hqs) 
with significant results. It concluded that locus of control is a major 
explanatory variable in the auditor-client conflict decision. Not only did 
it have effect on the dependent variable, it also interacted with moral 
reasoning and size of audit fees respectively in affecting auditor's 
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response to accede to client's request. Further analyses using partial 
derivative and the Johnson-Neyman technique were conducted in order 
to understand the nature and direction of the interaction relationships. 
Some implications of the significant results were discussed. All the other 
results were insignificant and an attempt was made to provide some 
reasons for the insignificant results. In particular, differences in DIT P 
scores with Hong Kong auditors having lower scores as compared to 
other western studies and the highly skewed cognitive style scores of 
Hong Kong auditors could have contributed to the insignificant results. 
The next chapter will present the conclusions, implications and limitations 





This chapter will summarise the objective, the research questions 
and the hypotheses. It is followed by a discussion of the main findings 
and contributions of the study. An outline of the limitations and 
directions for future research are also presented. 
8.2 SUMMARY OF OBJECTIVE, RESEARCH QUESTIONS 
AND HYPOTHESES 
The objective of this study which is to empirically investigate some 
important factors that would influence auditors' ethical decision making 
was motivated by two broad considerations. The first relates to an 
overall growing concern that accountants may behave unethically as a 
result of the changes in the accounting environment such as increased 
competition, restructuring of the accounting profession and expansion of 
non-audit services. The second relates to a number of problems with 
prior studies. These include an emphasis on normative aspects of ethical 
behaviour which have been criticised on the grounds that it does not 
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provide information on how accountants make ethical decisions. 
Consequently, accounting practitioners and academics have called for 
more empirical studies to better understand accountants' ethical decision 
making behaviour. To date, most of the empirical studies have focussed 
on third party perceptions of auditor independence rather than auditor's 
independence in fact. Further, these studies have focussed on a single 
category of variables such as cognitive process, individual differences or 
contextual circumstances. Such a focus does not realistically capture the 
complexity surrounding the ethical decision making behaviour of 
accountants. It is therefore important to explicitly consider the individual 
and joint effects of separate categories of variables. Finally, there is 
concern that studies on ethical behaviour of accountants have neglected 
to consider the black box or the cognitive process involved in ethical 
decision making behaviour. 
A theoretical model consisting of three factors was developed on 
the basis of a review of prior literature and theoretical frameworks of 
ethical decision making in business. The theoretical model which is 
consistent with Trevino's (1986) interactionist model not only considers 
the three factors, moral reasoning, individual differences (locus of control 
and field d e p e n d e n c e / i ndependence dimension of cognitive style) and size 
of audit fees but also the joint influences of these factors. The dependent 
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variable, auditors' ethical decision making, was operationalised in terms 
of the auditor's response to accede to client's request in an audit conflict 
situation. A number of research questions on the direct and indirect 
effects of these factors on auditors' ethical decision making behaviour 
were formulated and led to the development of an empirical model. Both 
the research questions and the empirical model provided the basis for the 
formulation of eleven null hypotheses which were set up for testing. 
These null hypotheses dealt with the main and interaction effects of moral 
reasoning, locus of control, field dependence/ independence dimension 
of cognitive style and size of audit fees on the auditor's response to 
accede to client's request. 
8.3 SUMMARY OF FINDINGS 
Of the eleven null hypotheses, three hypotheses were found to have 
significant results. The first set of significant results concluded that the 
personality variable, locus of control, was a major variable in explaining 
the auditor's response in acceding to client's request. This result is 
consistent with prior studies that internals are more ethical than externals. 
The second set of significant results showed that locus of control 
interacted with moral reasoning to affect auditor's response to accede to 
client's request in an audit conflict situation. Further analyses of the 
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significant interaction between locus of control and moral reasoning 
showed that internals behaved independently irrespective of the levels of 
moral reasoning. On the other hand, externals at higher levels of moral 
reasoning behaved more independently than those at lower levels of 
moral reasoning. This result, for externals, is consistent with moral 
development theory. 
The third set of significant results found a significant interaction 
between size of audit fees and locus of control. Further analyses using 
the Johnson-Neyman technique showed that size of audit fees affected 
externals but not internals. The results for externals, however, was 
contrary to expectations since they were more independent when provided 
with information that audit fees were significant ^  One possible reason 
for the result is that this study, unlike other prior studies, focussed on 
auditor independence in fact rather than third party perceptions of auditor 
independence. Therefore, it is speculated that the effect of the contextual 
variable on the dependent variable may not be consistent with prior 
studies. 
1 Recall that in the literature on third party perceptions of auditor inde^ndence, 
auditors were perceived to be less independent when the client was a significan = 
contributor. S^ilarly, it was expected that auditors would be less independent in 
fact" when fees are significant. 
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It was also found that the average P scores obtained in this Hong 
Kong sample of experienced auditors were significantly lower than their 
western counterparts. This could probably be due to cultural differences. 
8.4 CONTRIBUTIONS 
This study provides further insights into auditors' ethical 
behaviour. Its other contributions are set out below: 
. it develops and presents a "modified" model that 
provides further insights into ethical decision making 
in accounting. 
. by clarifying the process by which ethical decisions 
are made, it should enable accounting educators to 
identify and develop appropriate and effective ethics 
intervention measures which should be introduced in 
the educational process to promote ethical behaviour 
of future accountants. 
• it demonstrates and explains moral reasoning of 
accountants in Hong Kong. It supplements empirical 
studies of moral reasoning levels of accountants in the 
West and thereby adds empirical validity to an already 
well established and accepted theory. 
it adds to the growing yet limited ethics research in 
accounting. 
. it identifies areas of future ethics research. 
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8.5 IMPLICATIONS 
Since this study found that the average P scores for experienced 
Hong Kong auditors are significantly lower than their counterparts in 
other western countries such as the USA and Canada, measures should 
be taken to attempt to improve these P scores so that the accounting 
profession can be assured of the high ethical standard of its members. 
According to Rest (1988), it seems possible that adults can develop to 
higher moral reasoning levels through deliberate ethical interventions. 
Therefore, the findings from this study suggest that one of the important 
goals of accounting educators and the accounting profession is to develop 
ethical interventions to raise accountants' and prospective accountants' 
levels of moral development. However, these ethical intervention 
strategies should perhaps be targetted at externals rather than internals 
and the profession should consider recruiting only internals into the 
accounting profession, if at all practicable. 
There are also implications to accounting policy makers in 
recognising the relatively lower average P scores of these Hong Kong 
auditors. It can be concluded that these auditors are not at stages 5 or 6 
of moral reasoning. Since this group are conventional moral reasoners, 
accounting policy makers should formulate rules of professional conduct 
with an explicit understanding of their moral reasoning capacities. One 
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simple example is given to illustrate the above concern. If the auditors' 
moral reasoning levels are at level one in which economic gains and 
profitability are the major concerns, then any rules on advertising and 
other marketing activities that are not supported by strict penalty clauses 
would be ineffective in ensuring professional behaviour. On the other 
hand, if the auditors are in level two of moral reasoning in which the 
CPA firm's integrity is greatly valued, then the above stringent measures 
of using strict penalty clauses may in fact be dysfunctional to promote 
professional behaviour. If accounting policy makers do not explicitly 
recognise the moral reasoning levels of these accountants, whatever 
measures or regulations put forth by the profession would not only be 
ineffective in mitigating impropriety but would also be dysfunctional and 
demoralising. 
8.6 LIMITATIONS 
Several limitations may be identified in this study. First, strictly 
speaking, predictions and causality of relationships can best be achieved 
under laboratory conditions and not under field experimental conditions 
(Kerlinger 1986). However, since realism is one of the important 
considerations for this study, a field experiment is conducted to test the 
predictive model. Second, it is virtually impossible to observe actual 
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auditors' behaviour in making decisions under an audit conflict situation. 
A simulated task is thus given in a field experimental environment. 
Hence, this study does not measure actual behaviour. Third, the DIT P 
score is used as a surrogate to measure the subject's level of moral 
reasoning. However, it should be recognised that the DIT is based on a 
theory that postulates the measurement of an individual's level of moral 
reasoning. A further comment on the DIT is that it is not audit-related 
but socially related. However, evidence does not exist to demonstrate 
that the DIT using social cases do not correspond to the auditor's level 
of moral reasoning in an auditing context. On the contrary, recent 
empirical findings on auditors' ethical behaviour corroborate the 
theoretical correspondence between Kohlberg's theory of Cognitive Moral 
Development and auditors' ethical inclinations (Ponemon and Gabhart 
1990; Ponemon 1992b). 
Another limitation in this study is that the auditor participation 
from CPA firms was obtained non-randomly. This problem is 
particularly acute in Hong Kong because the opportunity costs in getting 
the partners' and managers' involvement in completing a questionnaire 
for about an hour is very high (approximately US$700/hour). It should 
also be noted that this is a cross-sectional study and that individuals' 
attitudes and behaviour may change over time. In interpreting the 
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findings of this study, caution should be exercised bearing in mind the 
above limitations. 
8.7 DIRECTIONS FOR FUTURE RESEARCH 
Culture can be suggested as one general direction of future 
research. Three separate topics can follow along the line of culture. 
First, further investigation on the differences in P scores can be 
suggested. Second, the influence of culture on the ethical resolution of 
audit conflict situations can be explored. Third, the inclusion and impact 
of culture on a model of ethical decision making can be postulated and 
tested. 
Since it was found that the DIT P scores of this sample of Hong 
Kong auditors is substantially lower than their western counterparts, 
future research could consider the potential impact of country differences 
on the moral development of accounting students as well as professional 
accountants. This is supported by Jeffrey (1993) who suggested that one 
of the possible explanations for the higher reported P scores in her study 
may be due to regional differences. Other DIT studies such as Shaub 
(1992) also found that the area of the country (USA) is associated with 
significant differences in P scores. Using the same line of reasoning, 
country differences may be posited as one of the reasons to explain the 
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different P scores. 
The influence of culture on resolution of ethical conflicts was 
recently identified by Greenberg and Baron (1993 p. 370) who concluded 
that "cultural factors do indeed play a key role in conflict situations". 
Other studies such as Ting-Toomey, Gao, Trubisky, Yang, Kim, Lin and 
Nishids (1991) found that people from collectivistic cultures tend to show 
more concern in maintaining their opponent's face than do people from 
individualistic cultures. They would prefer strategies to resolve conflicts 
to be based more on obliging and avoiding. Those individuals from 
individualistic cultures tend to show stronger preferences for resolving 
conflicts through dominating and integrating approaches. Whether 
individualistic or collectivist cultures would cause individuals to adopt a 
compromise strategy which has unethical implications is an important 
research question for future studies. This study can be extended by 
examining whether culture is a major factor in influencing auditors in 
making decisions in such conflict situations. It should be noted that the 
above does not imply that culture is all powerful. Rather, culture should 
be viewed as an important backdrop for conflict situations. Any future 
investigation of this nature should consider this factor. 
Future research should also consider the inclusion of culture as a 
variable in the ethical decision making model. Many accounting 
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researchers have urged that multinational public accounting firms need to 
consider the impact of cultural factors on their employees' ethical 
sensitivity and ethical decision making. It has been suggested that an 
awareness of such cultural differences could ensure that the 
reward/compensation system in CPA firms be consistent with cultural 
differences and ensure individuals' ethical behaviour (Cohen, Pant and 
Sharp 1993). It is only with such integration of cultural issues within the 
firm's control system that ethical standards could be maintained in an 
international as well as national level. Otherwise, accountants' reputation 
and credibility would be at stake. 
Another general area of research related to the moral development 
of accountants is the study of the effects of an organisation's moral 
atmosphere on accountants' ethical judgement. Such research could 
identify the external variables that would interact with the moral 
development process to influence accountants' ethical judgement. In 
addition, a study of the impact of moral reasoning on other audit and 
accounting tasks such as audit budget distortion and audit quality 
reduction would also be worthwhile. 
Future ethics research could also extend the study of the influence 
of moral reasoning in o t h e r accounting domains such as in management 
accounting and internal auditing. Other perspectives such as using 
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decision or game theoretic models in a multi-period setting could also be 
used to explore the connection between moral reasoning and ethical 
behaviour. 
This study has focussed on locus of control and field dependence/ 
independence dimension of cognitive style but the effects of other 
individual differences variables such as ego-strength (Trevino 1986) could 
also be evaluated. In addition, the joint effects of other contextual 
variables such as client financial condition and competition and individual 
differences variables could be investigated in future studies. 
8.8 SUMMARY 
This chapter began with a discussion of the objective, the research 
questions and the hypotheses of the study. The summary of findings 
were presented along with a list of the contributions of this study. 
Following on, the implications of this study for the accounting profession 
and policy makers were also discussed. It should be noted that caution 
should be exercised in drawing conclusions and implications from this 
study because of the limitations identified. Finally, future research 




Abdel-khalik, A.R. and B.B. Ajinkya (1979)，"Empirical Research in 
Accounting: A Methodological Viewpoint", American Accounting 
Association. 
Alker，H.A. and PJ. Poppen (1973), "Personality and Ideology in University 
Students", Journal of Personality. 11，653-671. 
American Institute of Certified Public Accountants (1978)，"Commission on 
Auditors' Responsibilities", Report. Conclusions and Recommendation.^ , 
AICPA. 
(1986), "Restructuring 
Professional Standards to Achieve Professional Excellence in a Changing 
Environment••，New York: AICPA. 
(1988), "Code of 
Professional Conduct", New York: AICPA. 
Anastasi, A. (1976), Psychological Testing. New York: Macmillan. 
Anderson, G.D. (1985)，"A Fresh Look at Standards of Professional Conduct", 
Journal of Accountancy. (September), 91-106. 
-
Anshen, M. (1970), "Changing the Social Contract: A Role for Business", 
Columbia Journal of World Business. 5 (6) (November-December), 6-14. 
Antle, R. (1984)，"Auditor Independence", Journal of Accounting Research. 
(Spring), 1-20. 
Armstrong, M.B. (1984)，"Internalization of the Professional Ethic by Certified 
Public Accountants: A Multidimensional Scaling Approach", PhD 
Dissertation, University of Southern California. 
•248 
(1987), "Moral Development and Accounting Education", 
Journal of Accounting Education. (Spring), 27-34. 
(1993), "Ethics and Professionalism in Accounting Education: 
A Sample Course", Journal of Accounting Education. 11，77-92. 
Arnold，D. and L. Ponemon (1991)，"Internal Auditors' Perceptions of Whistle-
Blowing and the Influence of Moral Reasoning: An Experiment", 
Auditing： A Journal of Practice and Theory, (Fall), 1-15. 
Arrow, K. (1973)，"Social Responsibility and Economic Efficiency", Public 
Policy. 21 (Summer), 303-317. 
Ashkanasy, N.M. (1985)，"Rotter's Internal-External Scale: Confirmatory 
Factor Analysis and Correlation with Social Desirability for Alternative 
Scale Formats", Journal of Personality and Social Psychology. 48 (5)， 
1328-1341. 
Auditing Practices Board (1992), The Future Development of Auditing: A 
Paper to Promote Public Debate. Consultative Committee of Accountancy 
Bodies, London, U.K. 
Bandura, A. (1971), Social Learning Theory. Morristown, NJ: General 
Learning Press. 
Benbasat, I. and A.S. Dexter (1979), "Value and Events Approach to 
Accounting: An Experimental Evaluation", The Accounting Review. 
(December), 735-749. 
and (1982), "Individual Differences in the Use of 
Decision Support Aids", Journal of Accounting Research. 20 (1)，1-11. 
Benson, G. (1982)，Rnsiness Ethirs in America. Boston: Lexington Books. 
Birnberg, J.G. and M.D. Shields (1984), "The Role of Attention and Memory 
in Accounting Decisions", Armunting. Organizations and Society, 9 
(3/4)，365-382. 
•249 
Blasi, A. (1980), "Bridging Moral Cognition and Moral Action: A Critical 
Review of the Literature•丨，Psychological Bulletin. 1-45. 
Bloomberg, M. (1974)，"On the Relationship Between Internal-External Control 
and Morality", Psychological Reports. 35，1077-1078. 
Bommer, M.，C. Gratto, J. Gravander and M. Tuttle (1987)，"A Behavioral 
Model of Ethical and Unethical Decision Making", Journal of Business 
Ethics. 6，265-280. ‘ 
Brabeck, M. (1984)，"Ethical Characteristics of Whistle-Blowers", Journal of 
Research in Personality. 18，41-53. 
Brady, F.N. and M.J. Hatch (1992), "General Causal Models in Business 
Ethics: An Essay on Colliding Research Traditions"，Journal of Business 
Ethics. 11, 307-315. 
Brownell, P. (1981), "Participation in Budgeting, Locus of Control and 
Organizational Effectiveness", The Accounting Review. 56 (4)，844-860. 
(1982), "A Field Study Examination of Budgetary Participation 
and Locus of Control", The Accounting Review. 57 (4)，766-777. 
Brunswik, E. (1952), The Conceptual Framework of Psychology. Chicago: 
University of Chicago Press. 
Burton, J.C. (1980)，"A Critical Look at Professionalism and Scope of 
Services", The Journal of Accountancy. (April), 202-211. 
Campbell, D.T. and J.C. Stanley (1963)，Experimental and Quasi-Experimental 
Design for Research. Chicago: Rand-McNally. 
Carey, J. (1947)，"The Realities of Professional Ethics", The Accounting 
Review. 22 (April), 119-23. 
Carver, M. R., M.L. Hirsch and D.E. Strickland (1993), "The Responses of 
Accounting Administrators to Ethically Ambiguous Situations: The Case 
of Fund Pnisinc" , ArmnnHnp Rducation. 8 (2), (Fall), 300-319. 
•250 
Chi, S.K. (1989)，"Ethics and Agency Theory", Unpublished Dissertation, 
University of Washington. 
，M . D . Shields and Y.K. Chan (1989)，'The Effects of 
Management Controls and National Culture on Manufacturing 
Performance: An Experimental Investigation", Working paper presented 
at the 12th Annual Congress of the European Accounting Association, 
Stuttgart. 
Cohen, J., L. Pant and D. Sharp (1993)，"Culture-based Ethical Conflicts 
Confronting Multinational Accounting Firms", Accounting Horizons. 
(September), 1-13. 
Colby, A. and L. Kohlberg (1987), The Measurement of Moral Judgment. 
New York: Cambridge University Press. 
, ，J.C. Gibbs and M. Lieberman (1983), "A 
Longitudinal Study of Moral Judgment", Monographs of the Society for 
Research in Child Development: 48 (1-2), 1-124. 
Corless, J.C. and L.M. Parker (1987)，"The Impact of MAS on Auditor 
Independence: An Experimental Study", Accounting Horizons. 
(September), 25-29. 
DeAngelo, L. (1981)，"Auditor Independence,，Low Balling，，and Disclosure 
Regulation", Journal of Accounting Economics. 113-128. 
DeJong, D.V. and J.M. Smith (1984), "The Determination of Audit 
Responsibilities: An Application of Agency Theory", Auditing: A Journal 
of Practice & Theorv. (Fall), 20-34. 
Deny，R. (1987), Moral Reasoning in Work-Related Conflicts. Research in 
Corporate Social Performance and Policy, Greenwich, CT: 9，JAI Press. 
(1989)，"An Empirical Study of Moral Reasoning Among Managers", 
T^mal of Business Ethics. 8，855-862. 
•251 
Dewar, R. and J. Werbel (1979)，"Universalistic and Contingency Predictions 
of Employee Satisfaction and Conflict", Administrative Science 
Quarterly. 24, 426-448. 
Dingell Committee (1985), Subcommittee on Oversight and Investigation of the 
Committee on Energy and Commerce. U.S. House of Representatives. 
The Economist. (1992)，17 (October), 19. 
Emory, C.W. and D.R. Cooper (1991)，Business Research Methods. 
Homewood, IL: Irwin. 
Epstein, S. (1983)，"Aggregation and Beyond: Some Basic Issues on the 
Prediction of Behaviour", Journal of Personality. (September), 360-392. 
Endler, N.S. and D. Magnusson (1976)，Interactional Psychology and 
Personality. Hempshire. 
Farmer, T.，L. Rittenberg and G. Trumpeter (1987)，"An Investigation of the 
Impact of Economics and Organizational Factors on Auditor 
Independence", Auditing: A Journal of Practice and Theory. (Fall), 1-
14. 
Ferrell, O.C. and L.G. Gresham (1985)，"A Contingency Framework for 
Understanding Ethical Decision Making in Marketing", Journal of 
Marketing. 49 (Summer), 87-96. 
Flory, S.M., T.J. Phillips, R.E. Reidenbach and D.P. Robin (1992), "A 
Multidimensional Analysis of Selected Ethical Issues in Accounting", Ihe 
Accounting Review. 67 (April), 284-302. 
Friedson, E. (1971), Pmfp,认彳nn of Medicine. New York: Dow, Meade & Co. 
Gaa, J.C. (1990), "A Game-Theoretic Analysis of Professional Rights and 
,Responsibilities", Tnnrnal of Business Ethics. 9, 159-169. 
•252 
(1992a)，"Discussion of A Model of Ethical Decision Process"， 
Auditing: A Journal of Practice and Theory. 60-66. 
(1992b), "The Philosophy and Psychology of Auditor Independence 
and Objectivity", Proceedings of the 1992 Deloitte & Touche University 
of Kansas Symposium of Auditing Problems. Lawrence KS: University 
of Kansas. 
Gilligan, C. (1977)，"In a Different Voice: Women's Conceptions of the Self 
and of Morality", Harvard Educational Review. 481-517. 
and J. Attanucci (1988)，"Two Moral Orientations: Gender 
Differences and Similarities", Merrill-Palmer Quarterly. 34 (3), 223-237. 
Goldman, A. and B. Barlev (1974)，"The Auditor-Firm Conflict of Interests: 
Its Implications for Independence", The Accounting Review. (October), 
707-718. 
Goodenough, D. R. (1976)，"The Role of Individual Differences in Field 
Dependence as a Factor in Learning and Memory", Psychological 
Bulletin. 83，675-94. 
Govindarajan, V. and J. Fisher (1990), "Strategy, Control Systems, and 
Resource Sharing: Effects on Business-Unit Performance", Academy of 
Management Journal. 33，259-285. 
Greenberg J. and R.A. Baron (1993)，Behavior in Organizations. Allyn and 
Bacon. 
Grimm, P.F., L. Kohlberg and S.H. White (1968)，"Some Relationships 
Between Conscience and Attentional Processes", Journal of Personality 
and Social Psychology. 8，239-252. 
Gul, F.A. (1984), "The Joint and Moderating Role of Personality and Cognitive 
，Style on Decision", The Accounting Review. (April), 264-277. 
(1987), "Field Dependence Cognitive Style as a Moderating Factor 
i iTsub jec ts ' Perceptions o f Auditor Independence", Accounting and 
Finance. (May), 37-48. 
•253 
(1989a), "Bankers' Perceptions of Factors Affecting Auditor 
Independence", Accounting. Auditing and Accountability Journal. 2 (3)， 
40-51. 
(1989b), "Cognitive Style, Non-Audit Services and Perceptions of 
Auditor Independence", Pacific Accounting Review. 2 (1)，51-61. 
(1990), "Qualified Audit Reports, Field Dependence Cognitive 
Style, and Their Effects on Decision Making", Accounting and Finance. 
(November), 15-27. 
(1991), "Size of Audit Fees and Perceptions of Auditors' Ability 
to Resist Management Pressure in Audit Conflict Situations", Abacus. 
(September), 162-172. 
，H.Y. Teoh and B. Andrew (1991)，Theory and Practice of 
Australian Auditing. Nelson: South Melbourne. 
and J. Tsui (1992), "An Empirical Analysis of Hong Kong Bankers' 
Perceptions of Auditor Ability to Resist Management Pressure in an 
Audit Conflict Situation", Journal of International Accounting Auditing 
and Taxation. 1 (2), 177-190. 
and (1993a), "A Comparative Study of Auditors' Attitudes 
to Uncertainty Qualifications: An Empirical Test of the Strong Versus 
Weak Uncertainty Avoidance Hypothesis", The International Journal of 
Accounting. 28, 356-364. 
and (1993b), "Testing Contingency Theory in Accounting: 
A Note on the Multiplicative Interaction Model", Unpublished paper, The 
Chinese University of Hong Kong. 
and Y.M. Chia (1994)，"The Effects of Management Accounting 
Systems, Perceived Environmental Uncertainty and Decentralization on 
Managerial Performance: A Test of Three-Way Interaction", Accounting, 
Organizations and Society, forthcoming. 
•254 
Gupta, A.K. and V. Govindarajan (1989)，"Methodological Issues in Testing 
Contingency Theories: An Assessment of Alternative Approaches, 
Conference on Management and Management Science: Graduate School 
of Business Administration", Carnegie Mellon University. 
Harrison, G.L. (1992), "The Cross-Cultural Generalizability of the Relation 
Between Participation, Budget Emphasis and Job-related Attitudes", 
Accounting. Organizations and Society. 17 (1)，1-15. 
Harrow, M. and A. Ferrante (1969)，"Locus of Control in Psychiatric 
Patients", Journal of Consulting and Clinical Psychology. (October), 582-
589. 
Hartshorne, H. and M.S. May (1928)，Studies in the Nature of Character: 
Studies in Self-control. 1，New York: Macmillan. 
Hegarty, W.H. and Jr. H.P. Sims (1978)，"Some Determinants of Unethical 
Decision Behavior: An Experiment", Journal of Applied Psychology. 63 
(4), 451-457. 
( 
and (1979), "Organizational Philosophy, 
Policies and Objectives Related to Unethical Decision Behavior: A 
Laboratory Experiment•丨，Journal of Applied Psychology. 64, 331-338. 
Henderson, J. C. and P C. Nutt (1980)，"The Influence of Decision Style on 
Decision Making Behavior", Management Science. 26，371-8. 
Higgins, A ” C. Power and L. Kohlberg (1984)，"The Relationship of Moral 
Atmosphere to Judgments of Responsibility", in Kurtines, W.M. and 
Gertwitz, J 丄.（eds.)，Morality. Moral Behavior, and Moral 
Development. New York: Wiley, 74-106. 
Hiltebeitel, K. and S. Jones (1991)，"Initial Evidence on the Impact of Ethics 
Integration in Accounting Education", Issues in Accounting Education, 
6 (Fall), 262-275. 
and (1992), "An Assessment of Ethics Instruction in 
Accounting Education", Tonn^al of Business Ethics, 11，37-46. 
•255 
Hofstede, G.H. (1980)，Culture's Consequences: International Differences in 
Work-Related Values. Beverly Hills, CA: Sage. 
(1991), Cultures and Organizations: Software of the Mind. 
London: McGraw-Hill. 
(1993), "Cultural Constraints in Management Theories", 
Academy of Management Executive. 7 (1)，81-94. 
Holt, D. and C. Jeffrey (1991)，"Ethical Development of Accounting Students, 
Business Students, and Liberal Arts Students", Working Paper, Iowa 
State University. 
Hong Kong Society of Accountants (1984), "Professional Ethics", Hong Kong. 
Huitema, B.E. (1980)，The Analysis of Covariance and Alternatives. John 
Wiley. 
Hunt, R.G.，F.J. Krzystofiak, J.R. Meindl and M.A. Yousry (1989)， 
"Cognitive Style and Decision Making", Organizational Behavior and 
Human Decision Processes. 44，436-453. 
Hunt, S.D. and S. Vitell (1986)，"A General Theory of Marketing Ethics", 
Journal of Macromarketing. (Spring), 5-16. 
International Federation of Accountants (1990), Guideline on Ethics for 
Professional Accountants. New York. 
International Federation of Accountants (1992)，Code of Ethics for 
Professional Accountants. IF AC, 1-42. 
International Federation of Accountants (1992)，Professional Ethics for 
Armi in tants ! T V FHiirational Challenge and Practical Application 
Exposure Draft. New York. 
Jeffrey C (1993) "Ethical Development of Accounting Students, Non-
Accounting Business Students, and Liberal Arts Students", Issues in 
Arpmint inp Education, 8 (1) (Spring), 86-96. 
256 , 
Johnson, C.D. and J. Gormly (1972)，"Academic Cheating: The Contribution 
of Sex, Personality and Situational Variables", Developmental 
Psychology. 6，320-325. 
Joe, V.C. (1971)，"Review of the Internal-External Control Construct as a 
Personality Variable", Psychological Reports. (April), 619-40. 
Jones, T.M. (1991)，"Ethical Decision Making by Individuals in Organizations: 
An Issue-Contingent Model", Academy of Management Review. 16 (2), 
366-395. 
Jones, S.K. and L.A. Ponemon (1993), "A Comment on ‘A Multidimensional 
Analysis of Selected Ethical Issues in Accounting，"，The Accounting 
Review. 68 (2) (April), 411-416. 
Kerlinger, F.N. (1986)，Foundations of Behavioral Research. Third Edition, 
Fort Worth, Holt, Rinehart and Winston. 
Knapp, M.C. (1985)，"Audit Conflict: An Empirical Study of the Perceived 
Ability of Auditors to Resist Management Pressure", The Accounting 
Review. (April), 202-211. 
Knouse, S.B. and R.A. Giacalone (1992)，"Ethical Decision-Making in 
Business: Behavioral Issues and Concerns", Journal of Business Ethics. 
11，369-377. 
Kohlberg, L. (1969)，"Stages and Sequences: ' The Cognitive Developmental 
Approach to Socialization," in Goslin, D.A. (ed.), Handbook of 
Socialization Theorv and Research. Chicago: Rand McNally, 347-480. 
(1981a), "Moral Stages and Moralization", Moral Development 
and Behavior. Holt, Rinehart and Winston, New York. 
(1981b), The Meaning and Measurement of Moral Development. 
Clark University Press, Worcester, MA. 
(1983), Moral Stages: A C u r r e n t Formulation and Response to 
Critics. New York: Karger. 
•257 
(1984), Essays on Moral Development: Volume Two: The 
Psychology of Moral Development. San Francisco, Harper & Row. 
and D. Candee (1984), "The Relationship of Moral Judgment to 
Moral Action", in Kurtines, W.M. and Gerwitz, J丄.（eds.)，Morality. 
Moral Behavior and Moral Development. New York: Wiley, 52-73. 
and R. Kramer (1969)，"Continuities and Discontinuities in 
Childhood and Adult Moral Development", Human Development. 93-
120. 
Lampe, J. and D.W. Finn (1992)，"A Model of Auditor's Ethical Decision 
Process", Auditing: A Journal of Practice Theory. 11，(Supplement), 33-
59. 
Lefcourt, H.M. (1966), "Internal Versus External Control of Reinforcement: 
A Review", Psychological Bulletin. (April), 206-220. 
(1982), Locus of Control Current Trends in Theory and 
Research. Second Edition, Hillsdale, NJ: Lawrence Erlbaum Associates. 
Loeb, S.E. (1970)，"A Behavior Study of CPAs Ethics", PhD Dissertation, 
University of Wisconsin. 
and J. Rockness (1992), "Accounting Ethics and Education: A 
Response", Journal of Business Ethics. (July), 485-490. 
Lowe, H. (1987)，"Ethics in Our 100-year History", Journal of Accountancy, 
163 (May), 78-87. 
Lusk, E.J. (1973)，"Cognitive Aspects of Annual Reports: Field 
Independence/Dependence", Hmpirical Research in Accounting, Selected 
Studies, 191-202. 
Ma H K (1988), "Objective Moral Judgment in Hong Kong, Mainland 
，China, and England", Tnnm l^ of Cross-Ciilniral Psychology, 19 (1) 
(March), 78-95. 
•258 
MacDonald, A.P. (1976)，"Internal External Locus of Control" in J.P. 
Robinson and P.R. Shaver (eds), Measure of Social Psychological 
Attitudes. Institute for Social Research. 
Malinowski, C.I. (1979)，"Cheating as a Function of Moral Judgment and 
Selected Personality and Situation Variables", Dissertation Abstracts 
International, University Microfilms No. 7908462，39，5143B-5144B. 
^ and C.P. Smith (1985), "Moral Reasoning and Moral 
Conduct: An Investigation Prompted by Kohlberg's Theory”，Journal of 
Personality and Social Psychology. 49，1016-1027. 
Mautz, R.K. (1984)，"Self-regulation: Criticisms and a Response", Journal of 
Accountancy. 157 (April), 56-66. 
(1988), "Public Accounting: Which Kind of Professionalism?", 
Accounting Horizons. 2 (September), 121-125. 
and H.A. Sharaf (1961), The Philosophy of Auditing. American 
Accounting Association. 
Midlarski, E. (1971), "Aiding Under Stress: The Effects of Competence, 
Dependency, Visibility, and Fatalism", Journal of Personality. 39, 132-
149. 
Mischel, W. and H. Mischel (1976)，"A Cognitive Social-Learning Approach 
to Morality and Self Regulation", in Lickona, T. (ed.)，Moral 
Development and Behavior. New York: Holt, Rinehart and Winston. 
Moore, W.E. (1970), The Professions: Roles and Rules. Russell Sage 
Foundation, New York. 
National Commission on Fraudulent Financial Reporting (1987), Report of the 
Nat iona l Commiss ion on Fraudulent Financial Report ing. Washington, 
D.C.: United States Government Printing Office. 
Noreen, E. (1988), "The Economics of Ethics: A New Perspective on Agency 
Theory", Accounting., Organizations and Society, 13 (4)，359-369. 
•259 
Ott, L. (1988)，An Introduction To Statistical Methods and Data Analysis. 
PWS-Kent. 
Parker, L. (1987), "An Historical Analysis of Ethical Pronouncements and 
Debate in the Australian Accounting Profession"，Abacus. 23 (2)，122-
140. 
Pedhazur, E.J. (1982), Multiple Regression in Behavioral Research. 
Explanation and Prediction. Holt Rinehart Winston. 
Perera, M.H.B. (1989)，"Towards a Framework to Analyze the Impact of 
Culture on Accounting", The International Journal of Accounting. 42-56. 
Piaget, J. (1932)，The Moral Judgment of the Child. New York: Free Press. 
Ponemon, L.A. (1988), "A Cognitive-Developmental Approach to the Analysis 
of Certified Public Accountants' Ethical Judgments", PhD Dissertation, 
Union College of Union University. 
(1990), "Ethical Judgements in Accounting: A Cognitive-
Developmental Perspective". Critical Perspectives on Accounting. 1,191-
215. 
(1992a), "Ethical Reasoning and Selection Socialization in 
Accounting", Accounting. Organizations and Society. 17 (April/May), 
239-258. 
(1992b), "Auditor Underreporting of Time and Moral 
Reasoning: An Experimental-Lab Study", Contemporary Accounting 
Research. 9 (1)，171-189. 
(1992c), "Can Ethics Be Taught in Accounting?", Presented at 
the American Accounting Association Annual Meeting, in Washington 
DC. 
(1993)，"The Influence of Ethical Reasoning on Auditor's 
Perceptions of Management's Integrity and Competence", Advances in 
Accounting. 11. 
•260 
and D.R.L. Gabhart (1990), "Auditor Independence Judgments: 
A Cognitive-Developmental Model and Experimental Evidence", 
Contemporary Accounting Research. 7 (1)，227-251. 
and (1993), "Ethical Reasoning in Accounting 
and Auditing", CGA-Canada Research Foundation. 
and A. Glazer (1990)，"Accounting Education and Ethical 
Development: The Influence of Liberal Learning on Students and 
Alumni in Accounting Practice", Issues in Accounting Education. (Fall), 
21-34. 
Pratt, J. (1980)，"The Effects of Personality on Subjects，Information 
Processing: A Comment", The Accounting Review. (July), 501-506. 
Previts, G J . (1985)，The Scope of CPA Services: A Study of the Development 
of the Concepts of Independence and the Profession's Role in Society, 
New York: John Wiley. 
Raghunathan, B. (1986)，"Economic Determinants of Auditor Independence", 
Ph.D. Dissertation, University of Pittsburgh. 
Rahim, M.A., J.E. Garrett and G.F. Buntzman (1993)，"Ethics of Managing 
Interpersonal Conflict in Organizations", Journal of Business Ethics, 
forthcoming. 
Rest、J.R. (1979a), Development in Judging Moral Issues. Minneapolis, MN: 
University of Minnesota Press. 
(1979b), Revised Manual for the Defining Issues Test. MMRP 
Technical Report. University of Minnesota. 
(1984), "The Major Components of Morality", in Kurtines.. W.M. 
^ LL . Gewirtz, (eds.), Morality, Moral Behavior, and Moral 
Development. New York: Wiley, 24-40. 
(1986a), Moral D e v e l n p m e n t : AHvances in Research and Theory, 
New York: Praeger. 
•261 
(1986b), DIT: Manual for the Defining Issues Test. Minneapolis: 
University of Minnesota Center for the Study of Ethical Development. 
(1988)，"Can Ethics Be Taught in Professional School? The 
Psychological Research". Ethics Easier Said Than Done. (Winter), 22-26. 
(1990), DIT Manual. Third Edition, Centre for the Study of Ethical 
Development: University of Minnesota. 
Ricchiute, D.N. (1989)，Auditing： Concepts and Standards. South-Western 
Publishing Co. 
Robbins, S.P. (1989)，Organizational Behavior: Concepts. Controversies, and 
Applications. Prentice Hall, Englewood Cliffs, New Jersey. 
Robertson, J.C. (1984)，"A Defense of Extant Auditing Theory", Auditing: A 
Journal of Practice and Theory. 3 (2), 57-67. 
Rotter, J.B. (1966)，"Generalized Expectancies for Internal Versus External 
Control of Reinforcement", Psychological Monographs: General and 
Applied. 80，1-28. 
，M. Seeman and S. Liverant (1962), "Internal Versus External 
Control of Reinforcements: A Major Variable in Behavior Theory", in 
Washburne, N.F. (ed.), Decisions. Values and Groups. Pergamon Press, 
473-516. 
Ross, W.D. (1930)，The Right and the Good. London: Oxford University 
Press. 
Schoonhoven, C.B. (1981), "Problems with Contingency Theory: Testing 
Assumptions Hidden within the Language of Contingency Theory", 
Administrative Rr^ eric.e. Quarterly. 26, 349-377. 
Schweikart J.A. (1992), "Cognitive-Contingency Theory and the Study of 
Ethics in Accounting", Tnnm l^ of Business Ethics, 11, 471-478. 
Shaub, M.K. (1988)，"Restructuring the Code of Professional Ediics: A 
Review of the Anderson Committee Report and its Implications， 
Aprmmtinp Horizons. 2 (December), 89-97. 
•262 
(1989)，"An Empirical Examination of the Determinants of 
Auditors' Ethical Sensitivity", PhD Dissertation, Texas Tech University. 
(1992), "An Analysis of Factors Affecting the Moral Reasoning 
of Auditors and Auditing Students", Unpublished, University of 
Nebraska. 
，D.W. Finn and P. Munter (1993)，"The Effects of Auditors' 
Ethical Orientation on Commitment and Ethical Sensitivity", Behavioral 
Research in Accounting. 5，145-169. 
Shaw, W. H. and V. Barry (1992)，Moral Issues in Business. Wadsworth 
Publishing Company, Belmont, California. 
Shockley, R.A. (1981), "Perceptions of Auditors' Independence: An Empirical 
Analysis", The Accounting Review. 56，785-800. 
(1982), "Perceptions of Audit Independence: A Conceptual 
Model", Journal of Accounting. Auditing and Finance. (Winter), 126-
143. 
Simpson, E. (1974)，"Moral Development Research: A Case Study of Scientific 
Cultural Bias", Human Development. 81-106. 
Skinner, B.F. (1969), Contingencies of Reinforcement. NY: Appleton-Century-
Crofts. 
Snarey, J.R. (1985), "Cross-Cultural Universality of Social-Moral 
Development: A Critical Review of Kohlbergian Research", 
Psvnholopical Bulletin, 97, 202-232. 
Snowball, D. (1979), "Human Resource Accounting Information: A Comment 
Concerning Demand Characteristics"，The Accounting Review, (January), 
199-204. 
Solomon, R. C. (1984)，M…^nH the Good Life. New York: McGraw Hill, 
3. , 
•263 
Southwood, K. E. (1978), "Substantive Theory and Statistical Interaction: Five 
Models", American Toiirnal of Sociolopv. R3 rMnrr.hy, 1154-1203. 
St. Pierre, E.K., E. Nelson and A. Gabbin (1990)，"A Study of the Ethical 
Development of Accounting Majors in Relation to Other Business and 
Non-Business Disciplines", The Accounting Educators Journal. 2 
(Summer), 23-35. 
Strickland, B. (1977)，"Internal-External Control of Reinforcement", in T. Blass 
(ed.), Personality Variables in Social Behavior. Wiley, 219-279. 
Tarn, K.C. (1992), "The Role of the Assistant Registrar", The Hong Kong 
Accountants. (October), 58-60. 
Thoma, SJ. (1985), "On Improving the Relationship between Moral Reasoning 
and External Criteria: The Utilizer/Nonutilizer Dimension"，Unpublished 
Doctoral Dissertation, University of Minnesota, Minneapolis, Minnesota. 
Thomas, K.W. (1992)，Conflict and Negotiation Processes in Organizations, 
in M.D. Dunnette (ed.), Handbook of Industrial and Organizational 
Psychology. 2nd ed., Palo Alto, CA: Consulting Psychologists Press. 
Ting-Toomey, S•，G. Gao, P. Trubisky, Z. Yang, H.S. Kim, S.L. Lin and T. 
Nishids (1991)，"Culture, Face Maintenance, and Styles of Handling 
Interpersonal Conflict: A Study in Five Cultures", International Journal 
of Conflict Management. 2，275-296. 
Trevino, L.K. (1986)，"Ethical Decision Making in Organizations: A Person-
Situation Interactionist Model", Academy of Management Review, 11 
(3)，601-617. 
(1987)，"The Influences of Vicarious Learning and Individual 
Differences on，Ethical Decision Making in the Organization: An 
Experiment", Unpublished Dissertation, Texas A & M University. 
(1992) "Moral Reasoning and Business Ethics: Implications for 
Research, Education, and Management", Tonmal of Business Ethics, 11， 
445-459. 
•264 
，C.D. Sutton and R.W. Woodman (1985)，"Effects of 
Cognitive Moral Development and Reinforcement Contingencies on 
Ethical Decision-Making: An Experiment", Paper presented at the 45th 
Annual Meeting of the Academy of Management, San Diego, CA, 
August. 
， and (1986), "Catch ‘em 
Being Bad: Effects of Cognitive Moral Development and Reinforcement 
Contingencies on Ethical Decision-making Behavior", Unpublished 
Manuscript. 
and S.A. Youngblood (1990), "Bad Apples in Bad Barrels: A 
Causal Analysis of Ethical Decision-Making Behavior", Journal of 
Applied Psychology. 75 (4)，378-385. 
Tsui, J. (1994)，"The Effects of Separate Ethics Intervention on Moral 
Reasoning of Accounting Students: An Empirical Investigation", 
Unpublished Paper, City Polytechnic of Hong Kong. 
Tull, G. (1982), "A Study of Moral Development of Selected Employees in 
Certain Public Accounting Firms", PhD Dissertation, Louisiana State 
University. 
Turiel, E. (1969), "Developmental Processes in the Child's Moral Thinking", 
in Mussen, Langer and Covington, Trends and Issues in Developmental 
Psychology. Holt, Rinehart and Winston, New York. 
United States v. Arthur Young & Co. et al. (1984)，465 US 805，79 L. Ed. 2d 
826，104 S. Ct. 1495. 
Velasquez, M .，D . V . Moberg and G.E. Cavanagh (1983), "Organizational 
Statesmanship and Dirty Politics: Ethical Guidelines for the 
Organizational Politician ”，Organizational Dynamics, (Autumn)， 
American Management Association, New York. 
W^ll Street Journal (1989)，"Former CompuScan Worker Pleads Guilty to 
Federal Charges", (March 29)，C16. 
•265 
(1990), "Fraud Is Common and Tied to Company 
Supervision, Studies Find", (March 1)，Al. 
Walton, R.E. and R.B. McKersie (1965)，A Behavioral Theory of Labor 
Negotiations: An Analysis of a Social Interaction System. New York: 
McGraw-Hill. 
Warren, C.S. and J.E. Wilkerson (1988)，"Lowballing-An Independence Issue", 
The CPA Journal. (January), 13-15. 
Watts, R.L. and J.L. Zimmerman (1981)，"The Markets for Independence and 
Independent Auditors", Working Paper Series No. GPB 80-10， 
University of Rochester, Graduate School of Management. 
and (1986), Positive Accounting Theory. 
Englewood Cliffs, NJ: Prentice-Hall, Inc. 
Witkin, H.A. (1974)，"Educational Implications of Cognitive Style". 
Unpublished paper presented at the Fourteenth Annual Meeting of the 
Council of Graduate Schools, Phoenix, Arizona. 
and D.R. Goodenough (1977)，"Field Dependence and 
Interpersonal Behavior", Psychological Bulletin. 84，661-689. 
and (1981), Cognitive Style: Essence 
and Origin. New York: International Universities Press. 
，P.K. Oltman, E. Raskin and S.A. Karp (1971)，Embedded 
Figures Test. Consulting Psychological Press, Inc., Palo Alto, California. 
Woelfel, C. (1986), "Standards of Ethical Conduct for Management 
Accountants", Tnurnal of Business Ethics. 5 (May), 365-371. 
Yerkes, R. (1975), "Variation in Adherence to Expressed Rules of Ethics by 
the Accounting Profession and Some Factors Associated with Such 
Variation", PhD Dissertation, State University of New York at Buffalo. 
Young, M. and R. Jaworski (1988)，"Goal C o n g r u e n c e , Iijforijjati? 
Asymmetry and Dysfunctional Behavior: An Empirical Study， 
Unpublished Manuscript. 
•266 
Zey-Ferrell, M., K.M. Weaver and O.C. Ferrell (1979)，"Predicting Unethical 
Behavior Among Marketing Practitioners", Human Relations. 32，557-
569. 
Zipser, A. (1989)，"Cooking the Books: How Pressure to Raise Sales led 
MiniScribe to Falsify Numbers", Wall Street Journal. 11 (September), 
A l , A8. 
•267 
APPENDIX I 
NORMATIVE ETHICAL THEORIES 
There are two different approaches which characterise different ethical 
philosophies: teleological and deontological theories. 
I. TELEOLOGICAL THEORY 
Teleological theorists propose that it is the CONSEQUENCES of 
the action that determine its moral rightness. An action is morally 
right if its consequences are good; it is morally wrong if its 
consequences are bad. Within teleological theory, there are two 
distinct principles: egoism and utilitarianism. 
A. EGOISM 
An action is considered to be morally right by egoists if and 
only if k advances the individual，s long term interest. The 
determination of moral rightness is focussed on SELF 
INTEREST. Advocates of this theory assume that human 
beings are by nature self creatures. 
B. UTILITARIANISM 
Utilitarianists contend that an act is moral if it produces the 
greatest possible good for everyone affected. By good, one 
means the greatest happiness or pleasure. The focus is on 
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the quantity of good rather than distinguishing between 
differences in quality. Others however have advocated 
maximisation of satisfaction of people's preferences and 
desires. 
11. DEONTOLOGICAL THEORY 
Deontological theorists contend that other factors apart from the 
consequences enter into the moral assessment of an action. It is 
the nature or character of the act that may determine the moral 
right or wrong of an act. 
A. KANT'S ETHICS (1724-1804) 
Kant advocates that moral reasoning is not based on 
observation or factual knowledge but on reason alone. Only 
when one acts from duty that an action would have moral 
worth. If one acts out of self interest, there is no true moral 
worth. 
Kant puts forth his CATEGORICAL IMPERATIVE as the 
principle that people use in determining their ethical 
conduct. An action is morally right if one can WILL it to 
be a universal law (UNIVERSALITY). By WILL, he 
means the unique human capacity to act from principle. 
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These will and maxim refer to the moral rules that one 
obeys through his or her own acts of will and not through 
rules which are imposed from outside. These principles are 
internalised and the sense of duty comes from within in 
determining our moral acts. 
In essence, as moral beings, we give ourselves the moral 
law and accept its demand. But these demands are 
prescribed by reason. One of the conditions of these 
principles is the characteristic of universality. 
B. PRIMA FACIE PRINCIPLES 
Ross (1930) contends that a pluralistic view to moral 
decision should be made because there are different 
relationships and different circumstances which may generate 
a variety of specific moral obligations. In determining a 
morally right act, there are certain prima facie principles 
which may be overridden by other more important 
obligations. 
C. ASSISTING OTHERS 
Other nonutilitarian philosophers believe that one has a 
stronger duty not to violate people's rights or injure them 
than to assist them or promote their well being. 
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D. MORAL RIGHTS 
Some of the moral rights derive from special relationships, 
roles or circumstances in which we happen to be. Those 
moral rights which are not derived from roles and 
relationships are called human rights. Human rights are 
universal, equal, natural and not transferable. These moral 
rights provide the basis for making moral decisions. 
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APPENDIX I I 
FUNDAMENTAL PRINCIPLES OF ETHICAL CONDUCT 
In order to achieve the objectives of the accountancy profession, 
professional accountants have to observe a number of prerequisites or 
fundamental principles. 
The fundamental principles are: 
- INTEGRITY 
A professional accountant should be straightforward and honest in 
performing professional services. 
- OBJECTIVITY 
A professional accountant should be fair and should not allow 
prejudice or bias or influence of others to override objectivity. 
- INDEPENDENCE 
Professional accountants in public practice when undertaking a 
reporting assignment should be independent in fact and appearance. 
- PROFESSIONAL COMPETENCE AND DUE CARE 
A professional accountant in agreeing to provide professional 
services implies that there is a level of competence necessary to 
perform professional services and that the knowledge, skill and 
experience of the professional accountant will be applied with 
reasonable care and diligence. Professional accountants should 
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therefore refrain from performing any services which they are not 
competent to carry out unless advice and assistance is obtained to 
ensure that the services are performed satisfactorily. 
A professional accountant should perform professional services 
with due care, competence and diligence and has a continuing duty 
to maintain professional knowledge and skill at a level required to 
ensure that a client or employer receives the advantage of 
competent professional service based on up-to-date developments 
in practice, legislation and techniques. 
- CONFIDENTIALITY 
A professional accountant should respect the confidentiality of 
information acquired during the course of performing professional 
services and should not use or disclose any such information 
without proper and specific authority or unless there is a legal or 
professional right or duty to disclose. 
- PROFESSIONAL BEHAVIOUR 
A professional accountant should act in a manner consistent with 
the good reputation of the profession and refrain from any conduct 
which might bring discredit to the profession. The obligation to 
refrain from any conduct which might bring discredit to the 
profession requires IFAC member bodies to consider, when 
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developing ethical requirements, the responsibilities of a 
professional accountant to clients, third parties, other members of 
the accountancy profession, staff, employers, and the general 
public. 
- TECHNICAL STANDARDS 
A professional accountant should carry out professional services in 
accordance with the relevant technical and professional standards. 
Professional accountants have a duty to carry out with care and 
skill, the instructions of the client or employer insofar as they are 
compatible with the requirements of integrity, objectivity and, in 
the case of professional accountants in public practice, 
independence (see Section 8 below). In addition, they should 
conform with the technical and professional standards promulgated 
by： 
- IF AC (e.g., International Standards on Auditing); 
- International Accounting Standards Committee; 
- the member's professional body or other regulatory body; 
- relevant legislation. 
Source: Extracted from International Federation of Accountants (1992, 
p. 6-7 & p. 19) 
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APPENDIX I I I 
THEORETICAL FRAMEWORKS ON ETHICAL BEHAVIOUR 
Ferrell and Gresham (1985) attempted to explicate the ethical 
decision making process for marketers by proposing a theoretical 
framework which reveals the influence of multiple variables on ethical 
behaviour. They are namely: Significant Others, Opportunity for Action, 
Individual Factors and the Social and Cultural Environment. They used 
a Contingency Model to demonstrate that ethical/unethical decisions are 
being moderated by Individual Factors, Significant Others and 
Opportunity For Action (details of the model are given in Figure 1). 
Hunt and Vitell (1986) also proposed a positivist model as a 
theoretical framework to explain ethical behaviour in marketing. They 
put forth three types of environment namely: Industry, Cultural, 
Organisational and Personal Experiences that could moderate the ethical 
decision making process (details of the model are given in Figure 2). In 
particular, they posited that behaviour is a function of individual 
intentions and situational constraints. 
More interestingly, Bommer, Gratto, Gravander and Tuttle (1987) 
posited six categories of moderators which could influence managers， 
decisions to act ethically. They are Social, Government/Legal, Work, 
Professional, Personal Environments and Individual Attributes (details of 
275 
the model are given in Figure 3). Each of the above categories of 
moderators may have more than one element e.g. Professional 
Environment includes three elements: Codes of Conduct, Licensing 
Requirements, Professional Meetings (please refer to Figure 3 for more 
details of the elements under each category). The relationships between 
each environment and the decision process are portrayed as a two way 
reciprocal association indicating one's perceptions of the environment in 
one direction and the degree of influence on the decision process as the 
other direction. This model linked all the different influences of ethical 
behaviour such as available information, individual attributes, perceived 
consequences and risks of a decision, value or utility assigned to these 
consequences through the cognitive process. One of the special features 
of this model is that it distinguishes between the perception of the 
decision maker and the actual influence that the different environments 
have on the decision maker. 
Knouse and Giacalone (1992) recently identified three categories 
of behavioural antecedents that could influence ethical decision making 
in business. They did not attempt to provide a general behavioural 
theory of business ethics. Instead, it was an attempt to identify several 
important aspects that such a theory should encompass. For example, 
they argued that a theoretical basis to explain ethical decision making 
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process should encompass a cognitive psychology theory namely 
Cognitive Moral Development Theory^ and an organisational theory 
namely Expectancy Theory〗. The important antecedent variables that 
affect the ethical decision behaviours are: Individual Differences such as 
machiavellian personality and locus of control and Interpersonal Variables 
such as the ability to create the proper impression and Organisational 
Variables such as organisational culture and opportunity structure (details 
of the model are given in Figure 4). As mentioned above, they 
propositioned that there are two types of individual differences: morals 
related e.g. machiavellian personality and morals unrelated such as locus 
of control. These individual differences may relate to moral reasoning 
and influence the choice of ethical action. Another category of 
antecedent variables, the interpersonal variable such as the ability/desire 
to create a positive impression of oneself may also lead to unethical 
behaviour. At the organisational level, corporate culture could also 
provide the appropriate environment in inducing ethical/unethical 
behaviours. It is most important to note that Knouse and Giacalone 
(1992) suggested that the above three antecedent variables may interact 
with ethical reasoning to provide a better understanding of ethical 
1 More detail discussion on Kohlberg's (1969) Cognitive Moral Development Theory 
is provided in Chapter Three. 
2 A detail description of Expectancy Theory is beyond the scope of this study. 
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decision making behaviour. 
Brady and Hatch (1992) added further insights to the above 
theoretical frameworks by suggesting that there are three types of causal 
relations: Types M i l (details are given in Figure 5). Type I，s causal 
relation may be viewed as antecedent determinants that impact on the 
decision process prior to ethical behaviour. The influence of the two 
other categories of variables operates subsequent to the decision process. 
Type II represents the influence of individual and situational variables 
operating directly on the decision process preceding behaviour. On the 
other hand, Type III describes both individual and situational variables 
as obstacles to behaviour. 
In the context of accounting, Schweikart (1992) has proposed a 
comprehensive model of ethical decision making. He developed a 
theoretical model using cognitive and contingency theories to explain how 
ethical considerations enter into accounting ethical decisions. He 
identified two levels of contingent influences on an individuars ethical 
decision namely one's national environment and institutional setting. The 
national environment includes the political legal environment, economic 
development, educational levels and cultural values of societies. The 
institutional setting encompasses the influences of government and law, 
client company, the public and company culture. A micro view of the 
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ethical decision making in accounting is suggested to apply the cognitive 
psychology theories of perception and attention, memory, and problem 
solving to the accounting issue at hand (Birnberg and Shields, 1984). 
Thus, it is posited that the different levels of contingent variables would 
interact with the above cognitive components in influencing ethical 











































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































THE SIX EQUILIBRIUM STAGES OF ETHICAL COGNITION 
Stage Level What Is Right Reason For Doing It 
Pre-Conventional 
Stage 1 Avoid breaking rules Avoidance of punishment 
backed by punishment 
Stage 2 Follow rules that are To serve one's own 
in own interest immediate interest 
Conventional 
Stage 3 Living up to what is Need to be a good person 
expected by people and do what pleases them 
and approved by them 
Stage 4 Fulfilling agreed to To keep the institution 
duties and obligations going 
and maintaining the 
social order 
Post-Conventional 
Stage 5 Uphold non-relative Obligation to law before 
obligations first social contracts 
Stage 6 Follow self-chosen Belief in ideal as a 
ethical principles rational person and 
right is defined by the 
decision of conscience 
^ 
Source: Ponemon (1990) 
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APPENDIX V 
AUDITORS' DECISION MAKING QUESTIONNAIRE 
This questionnaire is part of a research project which aims to identify and examine some of the factors that 
could affect auditors' decision making. Note that there are no right or wrong answers to these questions which 
merely ask for your own perceptions on a range of issues. We appreciate that normally you would require more 
information than is provided here before you make such decision. However, for purposes of this study, we ask 
you to make your decision based on the limited information provided. Please be assured that the questionnaire 
is anonymous and the information obtained wi l l be kept strictly confidential. None of the information collected 
is sufficiently detailed to identify you or your firm. 
Version One OR 
I . AUDIT DECISION 
Please assume that Dayson Development Ltd’s audit fees (the company is described below) constitute 
a significant proportion of your CPA f inn 's overall revenues. 
Version Two 
I . AUDIT DECISION 
Please assume that Dayson Development Ltd's audit fees (the company is described below) constitute 
an insignificant proportion of your CPA firm's overall revenues. 
ASSUME T H A T YOU ARE THE AUDITOR OF DAYSON DEVELOPMENT LTD. 
Dayson Development Ltd is a Hong Kong manufacturer specialising in electronic 
toys. In the current year's audit, a dispute has arisen between you and the 
management of Dayson over the materiality of certain unrecorded liabilities 
discovered by you during the audit. Dayson，s Chief Financial Officer argues that the 
total amount of unrecorded liabilities is immaterial and therefore it is unnecessary to 
make adjusting entries in the financial statements. Dayson，s management believes 
that it should know as well as anyone what financial statement readers would or 
would not deem to be a material amount. In your opinion, the amount is material and 
adjustments should be made in the financial statements. 
1. As the auditor, how likely is it that you will IGNORE the unrecorded liabilities? 
Please indicate your choice by marking with an f x j on a specific point on the 
following scale. 
0 10 20 30 40 50 60 70 80 90 100 
1 I I I I I I I I I ' ' I I ' I ' I i I 
Vert low ‘ Very high 
^ likelihood 
likelihood 
2 As the auditor, have you encountered cases as in Q1 above in which you were 
. involved in an audit conflict situation with client management? 
YES • , If so, please indicate approximately how many cases? 
Please describe briefly the most memorable audit conflict case which 
































































































































































































































































































































































































































































































































































































































































































































































































m . SOCIAL OPINION SURVEY 
DIT 
J L ^ J L 1 DEFINING ISSUES TEST 
Opinions about Social Problems 
The purpose of this questionnaire is to help us understand how people think 
about social problems. Different people have different opinions about questions of right 
and wrong. There are no "right" answers to such problems in the way that math 
problems have right answers. We would like you to tell us what you think about several 
problem stories. 
You wil l be asked to read a story from this booklet. Then you will be asked to 
indicate your answers with a「•/」on the circle. 
In order to illustrate how we would like you to do this, consider the following 
story: 
FRANK AND THE CAR 
Frank Lam has been thinking about buying a car. He is married, has two young 
children and earns an average income. The car he buys wil l be his family's only car. 
I t wi l l be used mostly to get to work and drive around the city. In trying to decide what 
car to buy, Frank Lam realized that there were a lot of questions to consider. For 
instance, should he buy a larger used car or a smaller new car for about the same 
amount of money? Other questions occur to him. 
We note that this is not really a social problem, but it wil l illustrate our instructions. 
First for each story you wil l be asked to indicate your recommendation for what a 
person should do. I f you tend to favor one action or another (even i f you are not completely 
^ r e ) , indicate which one. I f you do not favor either action, answer with a | / 」 b y cant 
decide." 
Second, read each of the items numbered 1 to 12. Think of the issue that the item 
is raising I f that issue is important in making a decision, one way or the other, then answer 
= f 〉 J b T : 》 I f tot issue is not important or doesn't make sen^toyou, mark 
IfU^e i ^ u l i s relevant but not critical, mark "much / ^ome" or "little" - " f a d i n g 
: “ r Z h importance that issue has in your opinion. You may mark several items as 
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"great" (or any other level of importance) - there is no fixed number of items that must be 
marked at any one level. 
Third, after you have indicated your answer with「/」along the left hand side of 
each of the 12 items, then at the bottom you will be asked to choose the item that is the most 
important consideration out of all the items printed there. Pick from among the items 
provided even i f you think that none of the items are of "great" importance. Of the items 
that are presented there, pick one as the most important (relative to the others), then the 
second most important, third, and fourth most important. 
SAMPLE ITEMS and SAMPLE ANSWERS: 
FRANK AND THE CAR: Q^buy new car 〇 can't decide 〇 buy used car 
i f m 
〇 〇 〇 〇 ® 1. Whether the car dealer was in the same block as where Frank 
lives. 
© O O O O 2. Would a used car be more economical in the long run than a 
new car. 
〇 〇 ® 〇 〇 3. Whether the color was green, Frank's favorite color. 
〇 〇 〇 〇 ® 4. Whether the cubic inch displacement was at least 200. 
© 〇 〇 〇 〇 5. Would a large, roomy car be better than a compact car. 
〇〇〇〇（2) 6. Whether the front connibilies were differential. 
Question No 
Most important item 5. 
Second most important 2 
Third most important 1 
Fourth most important 丄 
Note that in our sample responses, the first item was considered irrelevant; the second 
item was considered as a critical issue in making a decision; the third item was considered 
of only moderate importance; the fourth item was not clear to the person resi^dmg whether 
200 was good or not, so it was marked "no"; the fifth item was also of critical importance; 
and the sixth item didn't make any sense, so it was marked "no". 
Note that the most important item comes from one of the items m^ked on the far left 
hand side. In deciding between item #2 and 持5, a person should rer^d these items, then put 
one of them as the most important, and the other item as second, etc. 
Here is the first story for your consideration. Read the story and answer all the 
questions that follow. 
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MR HAN AND THE DRUG 
In Hong Kong a woman was near death from a special kind of cancer. There was one 
drug that Chinese Herbal doctors thought might save her. It was a form of radium that a 
Chinese druggist in Hong Kong had recently discovered. The drug was expensive to make, 
but the Chinese druggist was charging ten times what the drug cost to make. He paid $4,000 
for the radium and charged $40,000 for a small dose of the drug. The sick woman's 
husband, Mr Han, went to everyone he knew to borrow the money, but he could only get 
together about $20,000, which is half of what it cost. He told the druggist that his wife was 
dying, and asked him to sell it cheaper or let him pay later. But the druggist said, "No, I 
discovered the drug and I 'm going to make money from it." So Mr Han got desperate and 
began to think about breaking into the man's store to steal the drug for his wife. Should Mr 
Han steal the drug? 
M R H A N AND THE D R U G : 〇 Should Steal 〇 Can't Decide 〇 Should Not Steal 
u r n 
〇〇〇〇〇 1. Whether a community's laws are going to be upheld. 
〇〇〇〇〇 2. Isn't it only natural for a loving husband to care so much for his wife that 
he'd steal? 
〇〇〇〇〇 3. Is Mr Han willing to risk getting shot as a burglar or going to jail for the 
chance that stealing the drug might help? 
〇〇〇〇〇 4. Whether Mr Han is a professional wrestler, or has considerable influence 
with professional wrestlers. 
〇〇〇〇〇 5. Whether Mr Han is stealing for himself or doing this solely to help 
someone else. 
〇〇〇〇〇 6. Whether the druggist's rights to his invention have to be respected. 
〇〇〇〇〇 7. Whether the essence of living is more encompassing than the termination 
of dying, socially and individually. 
〇〇〇〇〇 8. What values are going to be the basis for governing how people act 
towards each other. , , , 
〇〇〇〇〇 9. Whether the druggist is going to be allowed to hide behind a worthless law 
which only protects the rich anyhow. ^ . , . 
〇〇〇〇〇 10. Whether the law in this case is getting in the way of the most basic claim 
of any member of society. , , 
〇〇〇〇〇 11. Whether the druggist deserves to be robbed for being so greedy and cruel. 
O O O O O 12. Would stealing in such a case bring about more total good for the whole 
society or not. 
Question No 
Most important item 
Second most important 
Third most important 
Fourth most important 
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ESCAPED PRISONER 
A man had been sentenced to prison for 10 years. After one year, however, he 
escaped from prison, moved to a remote outlying islcind, and took on the name of Cheung 
Shun. For eight years he worked hard, and gradually he saved enough money to buy his 
own business. He was fair to his customers, gave his employees top wages, and gave most 
of his own profits to charity. Then one day, Mrs Wong, an old neighbor, recognized him 
as the man who had escaped from prison eight years before, and whom the police had been 
looking for. Should Mrs Wong report Mr Cheung to the police and have him sent back to 
prison? ， 
ESCAPED PRISONER:〇 Should report him 〇 Can't Decide 〇 Should not report him 
m i ± 
〇〇〇〇〇 1. Hasn't Mr Cheung been good enough for such a long time to prove he isn't 
a bad person? 
〇〇〇〇〇 2. Everytime someone escapes punishment for a crime, doesn't that just 
encourage more crime? 
〇〇〇〇〇 3. Wouldn't we be better off without prisons and the oppression of our legal 
system? 
〇〇〇〇〇 4. Has Mr Cheung really paid his debt to society? 
〇〇〇〇〇 5. Would society be failing what Mr Cheung should fairly expect? 
〇〇〇〇〇 6. What benefits would prisons be apart from society, especially for a 
charitable man? 
〇〇〇〇〇 7. How could anyone be so cruel and heartless as to send Mr Cheung to 
prison? 
〇〇〇〇〇 8. Would it be fair to all the prisoners who had to serve out their full 
sentences i f Mr Cheung was let off? 
〇〇〇〇〇 9. Was Mrs Wong a good friend of Mr Cheung? 
〇〇〇〇〇 10. Wouldn't it be a citizen's duty to report an escaped criminal, regardless of 
the circumstances? 
〇〇〇〇〇 11. How would the wil l of the people and the public good best be served? 
〇〇〇〇〇 12. Would going to prison do any good for Mr Cheung or protect anybody? 
Question No 
— I — 一 一 一 一 — 
Most important item 
Second most important 
Third most important 
Fourth most important 
•299 
DOCTOR'S DILEMMA 
A lady was dying of cancer which could not be cured and she had only about 
six months to live. She was in terrible pain, but she was so weak that a good dose of pain-
killer like morphine would make her die sooner. She was delirious and almost crazy with 
pain, and in her calm periods, she would ask the doctor to give her enough morphine to kill 
her. She said she couldn't stand the pain and that she was going to die in a few months 
anyway. Should the doctor give her an overdose of morphine that would make her die? 
DOCTOR'S D I L E M M A : 〇 He should give the lady 〇 Can't decide 〇 Should not give the overdose 
an overdose that wi l l 
make her die 
ifii—q 
〇〇〇〇〇 1. Whether the woman's family is in favor of giving her the overdose or not. 
〇〇〇〇〇 2. Is the doctor obligated by the same laws as everybody else if giving an 
overdose would be the same as killing her. 
〇〇〇〇〇 3. Whether people would be much better off without society regimenting their 
lives and even their deaths. 
〇〇〇〇〇 4. Whether the doctor could make it appear like an accident. 
〇〇〇〇〇 5. Does the state have the right to force continued existence on those who 
don't want to live. 
〇〇〇〇〇 6. What is the value of death prior to society's perspective on personal values. 
〇〇〇〇〇 7. Whether the doctor has sympathy for the woman's suffering or cares more 
about what society might think. 
〇〇〇〇〇 8. Is helping to end another's life ever a responsible act of cooperation. 
〇〇〇〇〇 9. Whether only God should decide when a person's life should end. 
〇〇〇〇 O 10. What values the doctor has set for himself in his own personal code of 
behavior. 
〇〇〇〇〇 11. Can society afford to let everybody end their lives when they want to. 
〇〇〇〇〇 12. Can society allow suicides or mercy kilUng and still protect the lives of 
individuals who want to live. 
Question No 
• • • • • • • I • • 拳 
Most important item — 
Second most important 
Third most important . — 
Fourth most important 
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W A I TSE MING 
Mr Wai was the owner and manager of a gas station. He wanted to hire another 
mechanic to help him, but good mechanics were hard to find. The only person he found who 
seemed to be a good mechanic was Mr Salim, but he was Indian. While Mr Wai himself 
didn't have anything against Indian, he was afraid to hire Mr Salim because many of his 
customers didn't like Indians. His customers might not patronize the gas station i f Mr Salim 
works there. 
When Mr Salim asked Mr Wai i f he could have the job, Mr Wai said that he had 
already hired somebody else. But Mr Wai really had not hired anybody, because he could 
not find anybody who was a good mechanic besides Mr Salim. Should Mr Wai have hired 
Mr Salim? 
W A I TSE M I N G : 〇 Should have hired Mr Salim 〇 Can't Decide 〇 Should not have hired him 
〇〇〇〇〇 1. Does the owner of a business have the right to make his own business 
decisions or not? 
〇〇〇〇〇 2. Whether there is a law that forbids racial discrimination in hiring for jobs. 
〇〇〇〇〇 3. Whether Mr Wai is prejudiced against Indians himself or whether he means 
nothing personal in refusing the job. 
〇〇〇〇〇 4. Whether hiring a good mechanic or paying attention to his customers， 
wishes would be best for his business. 
〇〇〇〇〇 5. What individual differences ought to be relevant in deciding how society's 
rules are filled? 
〇〇〇〇〇 6. Whether the greedy and competitive capitalistic system ought to be 
completely abandoned. 
〇〇〇〇〇 7. Do a majority of people in Mr Wai's society feel like his customers or are 
a majority against prejudice? 
〇〇〇〇〇 8. Whether hiring capable men like Mr Salim would use talents that would 
otherwise be lost to society. 
〇〇〇〇〇 9. Would refusing the job to Mr Salim be consistent with Mr Wai's own 
moral beliefs? . 
〇〇〇〇〇 10. Could Mr Wai be so hard-hearted as to refuse the job, knowing how much 
it means to Mr Salim? 
〇〇〇〇〇 11. Whether the Christian commandment to love your fellow man applies to 
this case. … 」 . , , 
〇〇〇〇〇 12. I f someone's in need, shouldn't he be helped regardless of what you get 
back from him? 
Question No 
Most important item 
Second most important 
Third most important 
Fourth most important — 
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IV . PERSONALITY CHARACTERISTICS TEST 
Please indicate with a「 •」on the circle whether you most agree with either (a) or (b) 
for each of the following pair of statements. You must choose either (a) cr (b) as your 
answer. 
Answer 
1. a. Many of the unhappy things in people's lives are partly due to bad luck. 〇 
b. People's misfortunes result from the mistakes they make. 〇 
2. a. One of the major reasons why we have wars is because people don't take 
enough interest in politics. 〇 
b. There wi l l always be wars, no matter how hard people try to prevent them. 〇 
3. a. In the long nm people get the respect they deserve in this world. 〇 
b. Unfortunately, an individual's worth often passes unrecognized no 
matter how hard he tries. 〇 
4. a. The idea that teachers are unfair to students is nonsense. 〇 
b. Most students don't realize the extent to which their grades are influenced 
by accidental happenings. 〇 
5. a. Without the right breaks one cannot be an effective leader. 〇 
b. Capable people who fail to become leaders have not taken advantage of their 
opportunities. 〇 
6. a. No matter how hard you try some people just don't like you. 〇 
b. People who can't get others to like them don't understand how to get along 
with others. O 
7. a. I have often found that what is going to happen wi l l happen. 〇 
b. Trusting to fate has never turned out as well for me as making a decision 
to take a definite course of action. O 
8. a. In the case of the well prepared student there is rarely i f ever such a thing as an 
unfair test. 〇 
b. Many times exam questions tend to be so unrelated to course work that studying 
is really useless. ^ 
9. a. Becoming a success is a matter of hard work, luck has little or nothing to do with 〇 
b. Getting a good job depends mainly on being in the right place at the right time. 〇 
10 a The average citizen can have an influence in government decisions. 〇 
b. This world is nm by the few people in power, and there is not much the little 〇 
guy can do about it. 
11 a When I make plans, I am almost certain that I can make them work. O 
• b. I t is not always wise to plan too far ahead because many things turn 
out to be a matter of good or bad fortune anyhow. ^ 
12 a In my case getting what I want has little or nothing to do with luck. O 
b： U ^ l t ^ we i h t just as well decide what to do by flipping a com. 〇 
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Answer 
13. a. Who gets to be the boss often depends on who was lucky enough to be in the 
right place first. 〇 
b. Getting people to do the right thing depends upon ability, luck has little or 
nothing to do with it. Q 
14. a. As far as world affairs are concerned, most of us are the victims of forces we 
can neither understand, nor control. 〇 
b. By taking an active part in political and social affairs the people can control 
world events. 〇 
15. a. Most people donH realize the extent to which their lives are controlled by 
accidental happenings. 〇 
b. There really is no such thing as "luck." 〇 
16. a. It is hard to know whether or not a person really likes you. 〇 
b. How many friends you have depends on how nice a person you are. 〇 
17. a. In the long run the bad things that happen to us are balanced by the good ones. 〇 
b. Most misfortunes are the result of lack of ability, ignorance, laziness, or all three. 〇 
18. a. With enough effort we can wipe out political corruption. 〇 
b. It is difficult for people to have much control over the things politicians do 
in office. 〇 
19. a. Sometimes I can't understand how teachers arrive at the grades they give. 〇 
b. There is a direct connection between how hard I study and the grades I get. 〇 
20. a. Many times I feel that I have little influence over the things that happen to me. O 
b. It is impossible for me to believe that chance or luck plays an important role in 
my life. O 
21. a. People are lonely because they don*t try to be friendly. 〇 
b. There's not much use in trying too hard to please people, i f they like you, they 
like you. 〇 
22. a. What happens to me is my own doing. O 
b. Sometimes I feel that I don't have enough control over the direction my life 
is taking. C 
23. a. Most of the time I can，t understand why politicians behave the way they do. 〇 
b. In the long run the people are responsible for bad government on a national 
as well as on local level. O 
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GENERAL INFORMATION 
I would appreciate some important descriptive information about you which is most 
valuable and wil l be used to allow for more accurate grouping of respondents for 
statistical analysis purposes only. I f you do not have accurate figures, please state your 
approximate estimates. 
1. What is your : (a) Age (b) S e x 一 (c) Marital Status— 
2. Is Chinese your first language : Yes No 
I f No, please specify 
3. Formal education past secondary school (beyond，A，Level) years 
How many of these years were spent in Hong Kong years 
4. I f you attended university/poly technic, what: 
(a) degree(s)/diploma(s) did you obtain (BBA, PD, MBA etc.) 
(b) was your major 
5. Professional qualification (check all applicable): AHKSA一 FHKSA一 CA— FCA_ 
A C C A — F C C A 一 CPA— OTHERS (please specify) 
6. Current position in the firm 
7. Which of the following categories best describes the size of your firm? 
Big Six Firm:— Large Size Firm (over 100 professionals):_ 
Medium Size Firm (50-100 professionals):— 
Small Size Firm (under 50 professionals):—— 
8. How many professional staff are there in your firm (Professional staff excludes 
administrative staff such as secretaries, clerks, etc)? 
9 How many years of working experience do you have: (a) with the f i m _ 
• (b) in public accounting (c) in private accounting and other managerial 
H?w m i i y years of working experience in Hong Kong Overseas 
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10. I f you are responsible to service a number of clients in the same industry, please 
indicate the industry or industries in which you spend most of your time: 
Financial institutions— Property— Manufacturings Utility— Conglomerate— 
Other (please describe) 
11. Are you interested to receive a summarized copy of the paper reporting the above 
results? 
Yes No 
12. Please state your perception of the PURPOSE of this questionnaire. 
THANK YOU VERY MUCH FOR COMPLETING THIS QUESTIONNAIRE, YOUR 




1. Please recreate to the best of your ability, your decision making process for the audit 
case. In other words, explain how you made this decision, and specify what 
information you have considered in the case in making your decision. 
2. What were the most important factors that influenced you in making your decision? 
Why was each of these important? 
Factor Considered Why important? 
3. Please indicate the extent to which you are confident in having made the right 
decision? 








李閨衰 i i 在 I ! 探討人如何思考社會問題，不同的人對問題的看法多 i i S iSS l i：所力乂下列問翅答某是沒有所甜正確答的不凌嘉 
望知漠你對問卷中數個爭論性的故事所持的意見。所有答案將 
g g f j g g 结 ， 計 出 全 组 人 的 平 均 值 。 除 硏 究 工 作 者 外 爱 I t a I 薯 霸 ® 
請细心閱磺下列一滔範例： 
外 土 要 g 買 — 輔 新 車 。 他 已 婚 ， 有 兩 個 小 孩 ， 收 入 中 等 。 他 的 家 庭 




/ m t S在 §當的空位，刮上—個「^」符號，以表明該問題的重要程度。 
4 ，嬰； g g 認裔麗 1 裹卩者•在.卑定購” B—種新車時牽不-曇安麗 ® fe. 
在「毫不重要」那個方格上劃一「v^」） 
非 不 笔 
常 很 頗 大 不 
重 重 重 重 重 
要 要 要 要 要 
—————————— 1 .出包該車商是否與^^大明同住一座大度7 
^ (辅注意答卷者認為這項問趙在傲決定時 




I 丨 叫 丨 I 3 .車的顏色是否鍾大明所喜愛的綠色？ 
r 7 i 4 .引製的每立方吋排氣量是否最少有 2 〇 〇 
—————————— 單位？（請注意如因你不明白「每立方吋 
排氣量」是什麽意思，則應在「牽不重要 
」 描 副 一 「 Z J ) 
5 .大而宽敝的取是否比娥小玲浙的好些？ 
[ T l 6 .前証室是不是分超式？（請注零如果你 
—————————— 認為這句子牽無意義•則懕在「毫不重 
要」爛副一「Z J ) 
乙部作答說明 
m.然後ffi収其中一項為「苐一嵌重要」，另一項為I弟一最里妥」。) 
苐一最重要 第二最重要 第三 5重要 第四 f 重要 
5 2 ^ ^ 
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韓大偉與治癌藥 
娶 i i i i i ^ i i S i 師 敦 • ^ 4 + 這 ® 态 蔡 S 售 i n ^ 藥 a 以 港 幣 四 仟 元 的 成 
彥 慰 i s 盘 證 S i i , f M S 番 s S 價 錢 出 售 。 那 患 病 婦 人 的 丈 夫 大 偉 到 
盡 堂 趕 譜 盟 i 基 愿 器 尝 後 s s s ® 元 — — 剛 剛 是 的 一 半 。 大 偉 告 訴 
I 艮 S i i i i i i 快 i s & i i i 中 琴 ® 终 較 低 趋 價 錢 出 售 那 新 槩 給 他 ， X 罕 蒼 容 許 他 膀 帳 。 但 是 中 ： 「 不 亩 以 ， 稱 是 我 發 明 的 我蓉寵它 
莩 斋 ， 感 到 十 分 絕 5 M 始 考 备 謡 篛 磐 器 ： I I I I 
大偉應否偷稱？（講選一答衆） 
應偷稱 不能決定 不應偷稱 
甲部請用「一」選揮以下問囲的重要性： 
• 非 不 毫 
常 很 頗 大 不 
重 重 重 重 簠 
要 要 - 要 耍 
I I I I I 1 . 社 會 的 法 律 是 否 ® 該 被 維 護 ？ 
2 . —個萝太太丈夫;^關懷要子而去偷稱，不 
‘ ‘ ‘ ‘ ‘ 是一梓很自然事1^桌"？ 
3 . 為了博取新藥可能治癒其妻，大偉是否願 I I 丨 意甘冒被當作賊人而遭槍傷或坐監之險？ 
4 . 大偉是不是一個職業摔角手？又或者他是 
' ' ' ' ' ' 否對其他職雜摔角手有頗大的影银力？ 
1 1 1 1 1 5 . 大偉偷销是為了自己堪是為了爾助別人？ 
I I I I I 6 . 中藥師發明新藥的專利權是否應受尊重？ 
7 . 從社食和假人角度來說，生命的本質是否 
—————————— 超凌死亡的終止7 
8 . 人與人之間的交往應以何種價值觀作為基 ' ' ' I I ' 礎？ 
9 . 是否應较容許上述中赛師受庇於一種奄無 
—————————— 價值而只保陣有錢人莉益的法章 7 
1 0 .在此悄況下，有關的法棒是否考庙到社畲 
上每一個人的基本利益？ 
1 1 .是否應該因中销師的食妾和不仁而去偷他 
—————————— 的销物？ 
1 2 .在此悄況下 k 偷取中稱師的稱對社舍來故 I 是否利多於知7 
乙部從上列問囲中，選出最重要的四囲： 
第一最重要 第二最重要 第三最重要 第四#、重要 
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逃犯 







非 不 奄 遼 退 頗 大 秉 墓 裏 里 . 里 里 要 要 要 要 要 
丨 丨 丨 丨 ] 1 . _篁齒 _ 5 £〒的良好行為不是證明了他 
I I I I ] 2 • i g g g ^ g f 选 法 外 . 不 都 是 助 長 更 多 
丨 丨 丨 I ] 3 • 架 • 織 § 蜃 ， 人 的 法 律 制 度 , 我 們 
一 _ J 4 . 豐這先 g是否己經真正馆堪了以前 ®欠社 
舍的一切7 
I I I 1 1 5 . 社畲是否無法達到張信先生合理的期望？ 
i I I I I 态 • 養 爵 ： 憑 行 善 的 人 而 言 ， 監 獄 脫 雜 社 
‘ ‘ 會有何好斑呢？ 7 . 誰能道樣殘忍及無悄，把張先生送進監 I I 獄？ 
r ~ l 8 . 假如讁張信先生逃出法網，對於其他必須 
丨 I I I I 丨 服滿刑期的囚犯來說，是否公平？ 
1 1 1 1 1 9 . 李太是否張信先生的好朋友？ 
1 0 .無論在任何情況下，舉報逃犯不是每一個 
—————————— 市民應有的責任嗎？ 
1 1 .大衆的意願及公共的利益，如何能得到最 
—————————— 適當的照顧？ 
""“"1 1 2 .將張信先生送進監辦是否對他本人有好 
—————————— 處，抑或保護了其他人？ 
乙部從上列問囲中，選出最重要的四囲： 





發生應給該病人大量足 M 致命的止痛藥 
不能決定 
胜生不應給該病人大 f i 足以致命的止滿藥 
甲 部 請 用 「 」 選 揮 以 下 問 囲 的 重 要 性 ： 
- 非 不 毫 
常 很 頗 大 不 
重 重 重 M M 
要 要 要 要 要 
I I I I I 1 . 她的家人是否會同意給她過量的止痛藥？ 
一 I I I ~ 1 2 . ifSS&i罢刖懸Si婁足以致命的 
g您是等於謀殺。K生應否受同樣的法律 管制？ 
3 . 歷恕结會否干預人們選擇生或死的自由， 
他們的生活是否會更為幸福？ 
4 . 發生能否使這病人的死亡看起來好像是一 宗窻外7 
I I I I I 5 . S 觀 當 杰 題 S 工 荖 M 人 ’ 政 府 是 否 有 描 強 
' ' ' ' ' ' 迫他們組级生存 T 去？ 
~ 6 . 在社畲對個人的價值展望之前，死亡有什 
' ' ' ' ' ' 麽意義？ 7 . 究竟B生是同情該病人所受的痛若，适是 丨 I I I I 丨 較重視社畲對逭件事的看法？ 
8 . 窗助他人终止其生命，是不是一種負貴任 丨 I I I I 丨 的合作行為？ 
9 . 是否只有上天才能決定一個人的生命何時 丨 I I I I 丨 结束？ 
1 0 .那胜生是以什麽價值親作為個人行為的準 丨 I I I I 丨 則7 
1 1 .社會是否能夠承擔諶人們随意结束自己生 
—————————— 命的後果？ 




第一最重要 第二最重要 第三最重要 第四最重耍 
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韋仕明先生 
flnafb^if f ^ S S S S ^ • 先生不敢鐘用沙林先生。因為 
如果您统费室莲龍趋？邑买作•他的顧客可能光顧别的車房。 暮 盜 楚 卷 塑 g g 巻 告 丨 是 查 被 錄 用 時 ， 韋 先 生 叙 了 別 人 运g®菱空，未錄取任何人，因為除了沙林先生外•韋先生袋未Ij。 
韋先生其赏應該怎樣做？（請選一答案） 




非 不 老 
常 很 頗 大 不 
重 重 重 重 重 
要 要 要 要 要 
I I I I I 1 . 盆贾迫老閲是否有權作出任何有M粟 
換上日T択疋？ 
2 .逢達是 S 明文規定主在招請工人時不得有 
種族歧視？ 
3 . 韋先生本人是否對印度人有歧視，仰或這 
次拒絕偏用印度人根本就與個人觀點無關 
？ 
~ 1 4 . 僱用一個能幹的技工和盡量遷就顧客的要 
' ' ' ' ' ' 求，那一樣對韋先生的生意較為有利？ 
5 . 在決定一個在社舍中擔任何種角色時，那 
' ' ' ' ' ' —些個人的差異應列入考 IT範圍之内？ 
6 . 逭種食装和充滿競爭的資本主義制度是否 丨 I I I I 丨 應該完全疲廢除？ 
~ 7 . 在韋先生所處的社會裡，大多數的人是好 
—————————— 像他的顧客一樣有種族歧視抑或是反對種 
族歧視？ 
8 . 傅用好像沙彳木先生一樣的能粹之士是S巷 
—————————— 用人材？不S用的話是否畲招致社畲药惧 
. 失？ 
9 . 拒絕僱用沙林先生瑄一決定是否符合韋先 
—————————— 生本人一貫的道德原則？ 
1 0 .韋先生明知沙林界生極需要逭份工作，拒 
_ _ _ _ 羅 《 用 他 他 是 否 ® 心 一 些 ？ 
1 1 .基督教愛護別人的誡條在此是不適用？ 
I ~ 1 2 . 假 如 某 i f i i f 否應該不計較 他能回報什麽而去W助他7 
乙部從上列閜囲中•理出最里要的四囲： 
第一最重要 第二最重要 第三最重要 第四最重要 
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APPENDIX VIII 
NATURE OF AUDIT CONFLICT CASES 
AS REPORTED BY SUBJECTS 
Material unrecorded liability 
Valuation of financial instruments 
Capitalisation of production cost 
Refusal to write down its short term investments to market value 
Further provisions required on debtors or slow-moving stock 
Disagreement as to profit forecast 
Declined to adjust an intentional error which had an impact on the profit figure 
An overprovision for its motor vehicle stocks 
Disagreement as to profit forecast 
Extent of provision made for doubtful debts 
Provision required against a clear tax liability 
Valuation of year end stock 
Value of venture capital investments 
Adequacy of provision 
Non disclosure or non provision of potential tax liabilities 
Provision on accounts receivable 
Treatment of revaluation reserve 
Revenue recognition 
Accounting treatment on foreign exchange losses provision for permanent diminution 
Valuation of inventories 
Different views on the basis of valuation for inventories 
Valuation of slow moving stock 
Treatment of foreign exchange 
Wordings in qualified audit report 
Valuation of investment properties 
Unrecorded purchases/liabilities 
Provision for doubtful debt and diminution in value of investments 
Adequacy of doubtful debt provision 
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APPENDIX IX 
A SUMMARY OF SUBJECTS' PERCEPTIONS OF THE PURPOSE 
OF THE EXPERIMENT 
The way people behave and react m the society 
How auditors make decisions in the public or personal interests 
Assess the degree of decisive ability an auditor possesses and how the auditor struggle between the rules of 
personal value 
To assess the social value of accountants and the way they perceive 
Abi l i ty to make decisions as influenced by the person's own characters 
Personal attributes of professional accountants and decision making process 
Evaluate auditors* attitude towards decision making 
How auditors* personality affects his/her decision making 
How social values affect professional judgement 
Conflict of auditors in making choice 
Human behaviour 
To evaluate decision making processes/effectiveness 
Perception on the auditors decision making process 
Information on the thought process behind audit & other decisions 
Determine how we feel on certain social issues 
Categorise accounts into one social group and to analyze their decision making/social views 
Survey how accountants decide on certain social issue and audit decision in general 
People's perception on "luck" and whether man can control or influence the happenings around them or not 
Analyse auditor's decision making and how this is influence by the social beliefs and views of the individual 
To gain understanding of individuals' perceptions of social values and personal decision-making 
How and whether people think about various social issues 
Corporate decision making to our personalities 
Values the average auditor has as his priorities and whether there is any connection to his & his firms standing 
Assess number o f decision making criteria that people use, assess people's attitude to topical social problems 
Decision making process 
Ethics orientation of the person & thinks that what they achieve is really determined by how much they put in 
How an auditor makes a decision 
Decision process on making audit personalities judgement 
Auditor perceptions, reasoning ability of auditors 
The personality 
Accountants* sense of moral obligations 
Sense of moral obligations 
What motivates a person in his decision making based on personal attributes & interests 
Evaluate and establish the social and personal view of the respondent and from there to browse his attitude 
towards ethics, self-discipline and social justice 
Decision making 
Whether the one is rational or just believe in luck, fortune etc. 
To assess the perc^t ional abilities, moral standings, differences in personality of accountants 
Abi l i ty o f people to decide matters objectively 
Survey for the self-confidence way of decision making 
Classify the type o f personality of the person 
Auditor make his/her decision, beliefs, professional, personal affect his/her professional judgement 
Behaviour o f auditors in decision making . -
To identify the factors that could affect decision-making of the accounting professionals 
Attitude o f professional person toward some social problems 
Social value o f audit professionals 
Decision, viewpoints on social issues 
Personalities 
Decision m a k i n g process j、j“；八„ 
Psychological factors affecting an auditor's perception on audit decision 
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APPENDIX VIII 
USE OF PARTIAL DERIVATIVES FOR DATA ANALYSIS 
For example, we can look at a simple two-variable regression, which includes one 
first order interaction: 
Y = a + /SiXi + ^2X2 + 133X1X2 + e (1) 
In the above regression, the interaction term, i f significant, may be interpreted as 
changing the coefficient or I f the first were the case and we interpreted the 
interaction as altering the effect of Xi on Y, then the following partial of the 
regression equation would be analyzed: 
Y = = 3^X1X2 
Y = XI(卢 1 + FTX2) (2) 
Were this the case, then we would be interested primarily in the behavior of Xi and 
how its effect is modified by Xj. 
From a mathematical point of view, we could just as readily interpret the interaction 
term as affecting the relationship between X j and Y. In this second case, we would 
analyze the following partial of the regression equation: 
Y = "2X2 + 3^3X1X2 
= + (2a) 
This would imply an interest in the effect of X2 on Y and how its effect is modified 
over the range of Xj . The choice between the two partials is determined by the 
substantive assumptions that one is willing to make. Mathematically, the two are 
equally valid. 
The interpretation of each significant interaction was a two-step procedure. First, we 
determined i f the modified relationship was monotonic or nonmonotonic. Then we 
plotted the relationship between the modified variable and the dependent variable over 
the range of the modifying variable. The effect of a modifying variable on the 
additive relationship wil l be either monotonic or nonmonotonic, depending on the 
relative value of the coefficients for the interaction and additive terms. I f we take the 
position of being interested in X! and how it is modified in interaction with X】. 
Equation (2) above, where 
Y = iSiXi +/33X1X2 (2) 
may be rewritten as a partial derivative, where 
6Y/6X1 = + 183X2 ⑶ 
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Equation (3) indicates that the effect of X^ on Y is a function of X】and the values of 
01 and ft. The point where the effect of X! on Y is zero or where 
6Y/5Xi = jSi + 183X2 = 0 (4) 
is also where X j , the modifying variable, is equal to the ratio of the coefficients of 
the additive and interaction terms: 
X2 = (5) 
This is the point on the range of Xj , the modifying variable, at which Xj , the variable 
that is modified, has no effect on the dependent variable, Y. That is to say, it is the 
point of inflection of the partial relation dY/dX^. I f the value for X j obtained from 
Equation (5) falls within the observed range of X2 in our sample, this is the point at 
which the effect of X! on Y wil l change signs. As a consequence, the effect will be 
nonmonotonic: negative over a portion of the observed range of the modifying 
variable, X j , and positive over the remainder of its range. 
After we calculated Equation (5) to determine i f the relationship was nonmonotonic, 
we then used Equation (3) to plot the effect of the modified variable on the dependent 
variable over the range of the modifying variable, that is, the relation 8Y/8Xi. 
Although several patterns are possible, our data revealed consistently nonmonotonic 
patterns. That is, the modifying variable, X2, increased the effect of Xi on Y over 
a portion of its range and decreased it over the remainder. 
Source: Schoonhoven (1981, p. 376-377) 
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